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PREFACE 


Bibliographies are sometimes almost as lengthy as 
the book itself. That is an honest practice, because 
it leaves the reader under no impression that he is 
about to peruse highly original work. I should like 
to be as honest ; but, on the other hand, I should be 
sorry to cause anyone to read all the books, pam- 
phlets, State publications, etc., from which I have 
helped myself. But at the risk of being invidious I 
would specially mention Professor W. R. Scott’s 
Joint Stock Companies to 1720, and I must pay 
tribute to The Economist and The Statist. 

I am indebted to Sir George Paish for permission 
to reproduce his calculations of Britain’s overseas 
investments at the end of 1913, and to Dr. Fitzgerald 
for the loan of certain documents. I should like also 
to express my appreciation of the excellent service 
of the Kent County Library. 

P. R. 

Fairf.\x 

Chislehurst. 

December , 1933 
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Distinctions and Definitions 
The first chapter of a book of this kind must almost 
inevitably open with reference to such matters as pre- 
liminary distinctions and definitions, an outlining of the 
scope of the inquiries which are to be undertaken, and, in 
general, with telling a reader what he may expect to derive 
jf he has the patience to persevere to the end. To begin 
with, then, the book is not a history of all the forms of 
money-lending ; therefore whosoever is eager to study the 
growth of facilities for accommodation granted b}^ the 
individual in friendly or professional capacity, by pawn- 
broker or goldsmith, should turn elsewhere ; herein occur 
only passing and incidental references to the development 
of the art and craft of advancing on note of hand or on 
the family plate. The exclusion is not made without some 
faint regret on the part of the writer. His Puritan up- 
bringing fits him for tasks like to a moralizing over '‘the 
virtuous Brutus" lending money in Cyprus at 8 and 40 
per cent ; a roving tendency transmitted spiritually from 
his poaching gipsy ancestors urges him to move leisurely 
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through the give and take of the centuries until he arrives, 
a welcome guest, in the modern bank parlour, where the 
mechanism for the granting or refusing of overdrafts is 
skilfully operated. It would be an exquisite pilgrimage, 
and were the writer less rigid of principle he might contend 
that the difference between the investment of money and 
the lending of money is small enough to justify the pere- 
grination. But he has reluctantly to acknowledge the 
promptings of conscience and admit that although invest- 
ment and money-lending are similar in quintessence, they 
are dissimilar in their embodiments and in the effects 
which they have upon the multifarious activities of men. 
Let it be understood also before we are really about our 
business, that neither is the private purchase of land or 
property the theme pursued. Admittedly, this comes 
within the category of investment and demands all the 
respect accorded to tradition; for it is one of the most 
ancient ways of utilizing money or the equivalent thereof. 
It may be recalled, to cite a memorable instance, that 
Abraham weighed out to Ephron four hundred shekels of 
silver in payment for a field. The land was required for 
the making of a burial place, and the transaction is there- 
fore quietly away from the ordinary traffic of men. Never- 
theless, the story of the acquisition suggests that the 
practice of putting capital into the safeguarding of earth 
was well established in the days of Israel's great patriarch, 
though the times were nomadic and the caravans moved 
from place to place. To your ghostly tents, O vanished 
Israelites ; to your subject, O writer ! 

So be it. Our paramount concern will be with the use 
of money or credit for the acquiring of stocks or shares. 
Initially, the treatment is of the emergence of an idea and 
the gradual removal of hindrances to its development. 
Economic and financial theory and practice, in so far as 
they bear upon the nature and value of investments, are 
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subsequently dealt with at length, while considerable 
attention is also devoted to the structure and organization 
of various forms of capitalistic enterprise. The immediate 
aim is to deal briefly with origins. 

Past Civilizations: The First Adventurers 

It is not to be supposed that past civilizations were 
unacquainted with associations formed to earn profits and 
to distribute the gains among members. Lydia had its 
coinage seven hundred years before the coming of Christ, 
Alexander dispersed the bank reserves of Persia, and 
Pompei is alleged to have its ruins of a Stock Exchange. 
These things suggest that the pooling of financial resources 
was practised a long time ago. The suggestion recognized, 
the comment should perhaps be made that the existence 
of a national currency is not an infallible sign of the cor- 
porate use of money ; at any rate, so little data is available 
upon the matter as a whole that any attempt to recon- 
struct the business arrangements of those remote times 
could only be conjecture. It may be doubted whether 
diligent research of the expert would result in discovery 
of any monetary or kindred experiment wherein are lessons 
applicable to our own day and generation. 

More than twelve hundred years of the Christian era 
elapsed before there came into being an unmistakable 
forerunner of the joint stock enterprise with which we are 
familiar. In the middle of the thirteenth century the 
Burgundy Society of Adventurers bound themselves to 
share the proceeds of a common colonization and trade. 
The Florence of the fourteenth century with its highly 
developed banking system and vast commerce might 
possibly have known a number of similar concerns, and so 
might Genoa at the beginning of the fifteenth, in view of 
the existence there of the powerful Bank of St. George. 
It is conceivable that the great expansion of mining of 

a— (Cxa) 
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precious metals which occurred in Bohemia and elsewhere 
about this time may have caused the formation of syndi- 
cates. Certainly, three hundred years or so passed before 
the adventurers of Burgundy had their purely English 
imitators and successors. 

The Church and Interest 

An explanation of the tardiness of this recognition in 
England of the benefits of employing capital co-operatively 
and on a large scale is to be found in the fact that the tak- 
ing of interest was condemned by the Church and the State, 
condemnation by the former being the more consistent 
and emphatic, which is not to be wondered at seeing that 
kings and nobles were inveterate borrowers. Beyond this 
explanation, some allowance should be made for ill-defined 
or imperceptible factors, the combined operation of which 
delayed the arrival of widespread change in the popular 
mental attitude to money matters. This granted, it re- 
mains that as long as using money profitably was authori- 
tatively deemed fatal to the prospects of salvation here- 
after and was visited by severe earthly penalties in the 
cases of selected scapegoats, the conception of investment 
could not take shape in the hurly-burly of ordinary life. 
The possessors of cash or treasure who were prepared to 
risk their chances of future bliss and who were cunning 
or bold enough to evade or defy the law of the land were 
in a distinct minority compared with their fellows who 
also had riches but who did not dare lend in the absence 
of priestly sanction and legal approval. 

Henry VIII: Legalizing “Usury** 

Denial of the moral right to reap benefit from usury ** 
was a lingering doctrine of the medieval schoolmen and at 
its best may have represented a survival of the commun- 
istic teaching of the primitive Christians. It may also 
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have been an unreasoning reaction against extortion; 
additionally, the possibility cannot be summarily dis- 
missed that bias against the Jews may have prevented a 
truly critical examination of the question. The Church's 
opposition to the lending of money even at a low rate of 
interest was ill-advised, but it should in fairness be men- 
tioned that her leaders did not ban active partnership for 
material ends. Earning of profit by those actually engaged 
in the business was conceded as just. We can sympathize 
with this endeavour indissolubly to connect reward with 
labour. But the enforcement of the doctrine meant the 
drastic circumscription of economic activity. The financ- 
ing of enterprise was made impossible except to a few 
persons in a privileged position and they were compelled 
to concentrate excessively. Whatever the deficiencies of 
the doctrine, the irony is unaffected that the rightfulness 
of taking interest should first be placed upon the statute 
book in the reign of Henry VIII, a monarch whose opinion 
upon moral questions commands no respect. There is, 
however, nothing to suggest that Henry VIII was a 
financial reformer, any more than there is to show that he 
was even superficially acquainted with the demands upon 
conduct made by that Faith of which he was the self- 
styled Defender. On the contrary, he debased the nation’s 
currency in order to line his own pockets. The Reforma- 
tion, of which Henry was the adopter and not the inspirer, 
caused a ferment of ideas ; it was a period wherein, justi- 
fiably or unjustifiably, esteem of the purists upon usury, 
namely, of the occupants of religious houses, had sunk very 
low. Conditions were propitious for change in social and 
economic practices. Legalizing of interest in England 
synchronized with the Reformation; but the legalizing 
was the concrete expression of a tendency which had long 
been gathering strength. The inception of State modi- 
fication of attitude toward the taking of interest can 
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certainly be dated a century and three quarters before the 
granting of imprimatur; in other words, well before the 
close of the thirteenth century when, during the reign of 
Edward III, a policy was enforced of expelling the Jews 
from England. The carrying out of this concession to 
popular hostility seems to have lacked little in ruthless- 
ness ; even so, it is probable that some members of a race 
uniquely resistant to the effects of persecution contrived 
to remain and carry on business. But there is no reason 
to doubt that Edward IIFs drastic decree destroyed the 
monopoly in England of money-lending by the Jews; 
from that time forth dislike of paying for financial services 
rendered could no longer have as a defence prejudice 
against a race specially fitted by its own troubled history 
to assess the margin of risk run in the provision of what 
was later to be known as capital, a convenient designation 
then unknown. 

New Lenders to Old Borrowers 

The business of lending money to the State or rather to 
the King for use at his indiscretion, since in those days the 
King and the State were virtually one as far as the spend- 
ing of money was concerned, gradually passed into the 
hands of the Lombards, the Flemings, and a few London 
merchants. History does not record whether the kings of 
England obtained better terms from their new-found 
financial friends than they did from the Jews. A great 
Florentine firm failed fifty years or so after the making 
of its first loan to an English king ; but we need scarcely 
suppose that the failure was attributable to half a century 
of misplaced generosity, not even though Edward III 
christened an English coin a Florence and never accorded 
such an honour to Hebrew. Indeed, the occasion of the 
failure was a financial disturbance affecting the whole of 
Florence. Possibly, this shaking of the opulent and 
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industrious Florentine Republic caused widespread disillu- 
sionment and questioning, especially as its eighty banks 
had dealings with almost the whole of Europe; it may 
have played a part in awakening English nders to the 
desirability of their country being more self-reliant in 
financial matters. If we assume that this last was so, then 
we have also to recognize that the process operated for 
long within a narrow channel. It is true that from this 
time forth wealthy London citizens were increasingly 
called upon to replenish the treasuries of their gracious 
sovereigns. But nearly three hundred and fifty years 
passed after the Florentine collapse before a truly English 
system of finance was initiated, although little more than 
half of this time had gone when Queen Elizabeth had 
recourse to English commercial associations and so made 
a break in the history of English financial expediency. 

A Sixteenth-century Landmark 

In the middle of the sixteenth century, then, we have 
an important landmark in the use of money, namely, a 
statute authorizing and legalizing the standard rate of 
interest in England. The lo per cent interest proclaimed 
as permissible contained no allowance for the varying 
degree of risks of lenders ; the rigidity of the statute was 
thus in opposition to the economic law which eventually 
had to be recognized, that the tenable rate of interest for 
a loan bears a well-defined relation to the standing of the 
borrower and to the supply of cash or the equivalent of 
cash available for the satisfaction of borrowers* needs 
generally. Nevertheless, it should be gladly admitted 
that a legalized lo per cent interest represented a great 
improvement upon the preceding theoretically perfect 
establishment of the virtue of no interest at all, the out- 
come of which prescription for the perfection of conduct 
was that no uniformity of practice prevailed, and furtive 
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wringing out of exorbitant charges for accommodation 
was frequent. 

Cobwebs and Strong Breezes 

This liberation of an economic idea from the thraldom 
of dogma and prejudice was not to be accomplished with- 
out a slight setback. The successor of the professedly 
pious Henry VIII was the genuinely religious boy King 
Edward VI, and in his short reign the economic moralists 
again asserted themselves. Consequently, the former ban 
upon the taking of interest was restored, even the accept- 
ance of a nominal rate being forbidden by law. However, 
the cobwebs of the cloister could not survive the strong 
breezes of Elizabeth’s adventurous times, and shortly after 
Bess came to power the rate of interest was once more 
legalized at lo per cent, since when a lender has had the 
right to invoke the aid of the Courts in order to secure the 
observance of a contract entered into with a borrower. 
The State continued long after Elizabeth’s sun had set to 
attempt to govern the rate of interest for loans, and at 
the beginning of the eighteenth century the rate of interest 
so authorized was 5 per cent, or half of what seemed fair 
one hundred and fifty years before. The implications of 
this fall should not be thought to be profound ; as we have 
seen the change was artificially induced, the rate of interest 
stipulated by the State was never universally observed, 
and it was less observed in the reign of William and Mary 
than in the reign of Elizabeth. The foregoing are 
sufficient reasons for not attaching deep importance to 
the change. 

It may be commented additionally that any examina- 
tion of the degree of reality in the fall would have to take 
account of the alterations in the prices and consump- 
tion of particular commodities at the points of history 
mentioned. 
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Widening Financial Horizons 

The conclusion of the matter, as far as this introductory 
chapter goes, is that the use of money before the Norman 
period was of too circumscribed a character to bear upon 
our theme, and, further, that the main concern of financial 
practice from the later Norman period until the time of 
Elizabeth was emancipation from the bondage imposed 
by an irrational doctrine. Substantial easing of the posi- 
tion was afforded, but not complete release, when an 
English queen herself showed no qualms about obtaining 
a very liberal return on the money she risked in trade, and 
whose temperament suggests that she would have been 
extremely annoyed if no return had been forthcoming. 
Incidentally, she could not have pleaded that she was 
employing her own hard-earned savings. Men, for a cen- 
tury and a half following this queenly departure, had not 
a wide range of choice when considering what to do with 
their money. But, as will be gathered from the pages 
immediately ensuing, financial horizons widened percep- 
tibly in the days of outrageous freebooting and the writing 
of immortal drama. 
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WHICH TAKES US TO THE EARLY SEVENTEENTH CENTURY 

Round about 1550 — Regulated companies — ^The Merchants of the 
Hanse — Favours for foreigners — Seizing “the liberty” — Joint 
stock beginnings — The Russia and Africa companies — Queen 
Elizabeth as shareholder — Home industrial companies — ^The old 
lingers with the new — The East India Company — Narrow capital 
markets — Auditors, calls, discipline, and prayer 

Elizabethan days, being days of maritime and, to a 
much less extent, of industrial expansion, larger demands 
were made upon men and upon their money, and an out- 
come is that, with an unimportant reservation, the Eliza- 
bethan period is to be regarded as marking the inception 
of investment history in England. The reservation is that 
the desirability of organizing for purposes of commerce 
was recognized in practical manner before Elizabeth came 
to the throne in 1558, as can be seen from the fact that as 
far back as 1505 the Society of Merchant Adventurers 
obtained the grant of a Charter from Henry VII, while 
several similar companies were founded in 1553 or there- 
abouts, notably the Russia Company and the African 
Adventurers. Nevertheless, the whole range of the latter 
half of the sixteenth century should be considered as the 
field wherein a principle of common trading and sharing 
of profits, widespread beyond the former limitations of 
partnership, became firmly established in the English 
mind. 


Regulated Companies 

The Russia Company is usually accorded the honour of 
pioneer in English joint stock trading although, strictly 
speaking, other companies may have equal right to the 
position. Certainly, of the purely English companies the 
Society of Merchant Adventurers dates back the farthest ; 
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but ownership of a security issued by the Society had 
no place in its original constitution. Members pledged 
themselves to observe rules designed to promote co-opera- 
tive effort, but the management of the trading money of 
each member remained entirely his own affair. In other 
words, members agreed to regulate their acts so as not to 
injure one another ; hence the Society, as initially planned, 
belonged to that type of association classified by economic 
historians as a Regulated Company. 

The Merchants of the Hanse 

The craft guilds, more concerned with questions of 
workmanship than the furtherance of trade, clearly were 
yet localized forerunners of the Regulated Companies. 
This kinship granted, it seems surprising that the idea of 
associable enterprise did not take sooner a more ambitious 
form among Englishmen. They had in their midst, from 
the Middle Ages onwards, German merchants who afforded 
a striking lesson of the advantages to be derived from 
combination. It is impossible to state exactly the year 
in which these merchants who settled in London during 
the tenth century elected their first Alderman and Court 
of Twelve to frame laws for the governance of the conduct 
of the business community over which they presided. 
We know, however, that such a Council existed when the 
Merchants of the Hanse, as they were called, obtained a 
Charter of Liberties from Henry III, midway in the thir- 
teenth century. Therefore, upon the most moderate esti- 
mate, English merchants delayed for over two hundred 
and fifty years making a thorough attempt to emulate the 
corporate methods of their successful foreign rivals. 

Favours for Foreigners 

However, the English merchants were not entirely to 
blame ; for they were severely handicapped by the fact 
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that foreigners long received preferential consideration 
from English kings, who expected to be adequately re- 
warded for the special indulgencies they conferred. Such 
was the case with the Merchants of the Staple, foreigners 
with headquarters in London and branches abroad, who 
in 1253 actually secured the passing of a statute prohibit- 
ing English merchants from carrying staple commodities 
out of the Realm. The statute was repealed rather more 
than a century later, when English traders were placed 
on the same footing as the Merchants of the Staple, and 
either at or about that time began to be admitted as 
members of that body. 

Seizing ‘'The Liberty*' 

But although English merchants were unfairly treated 
by their own monarchs until the year 1362, nearly a cen- 
tury and a half of equality between foreign merchant and 
English had passed when the Society of Merchant Adven- 
turers obtained its Charter. Humanly enough, the infancy 
of the chartered Society of Merchant Adventurers appears 
to have been as much occupied by attempts on its part 
to thwart the Hanseatic community as by constructive 
effort. That foreign goods were being brought into Eng- 
land in foreign ships and foreign agricultural produce sold 
at a price uneconomic to the English farmer were strong 
causes for indignation in high quarters, if not in low. 
Consequently, the oft repeating of this grievance of the 
Adventurers and others resulted eventually in the Crown 
seizing “the liberty** of the Hanseatic merchants, which 
act meant that they were deprived of power to carry on 
their business, excepting under extreme disadvantages. 
This pleasant demonstration on behalf of commercial 
freedom took place in 1554; the Hanseatic merchants 
were allowed to retain their lands and buildings until 
nearly the end of the sixteenth century, when Elizabeth 
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decided to complete the chapter and took the properties 
into her own safe keeping. 

Joint Stock Beginnings 

Three or four years after the undermining of the power 
of the Hanseatic traders, the Society of Merchant Adven- 
turers experienced the important development from Regu- 
lation to Joint Stock ; that is, from an association binding 
members in general terms to protect and advance a com- 
mon welfare to an association more specific of purpose and 
more approximating to a company as we now understand 
commercial and financial organizations. Members of the 
reformed Society held shares and received cash distribu- 
tions upon those shares according to the profits earned 
collectively. 

It is not within our province to recount the adventu- 
rous side of the history of the merchant ing joint stock 
companies from the year 1553 onwards, even though the 
very titles of the companies are intriguing with suggestion 
of daring quests in then remote parts. Tyrannical czar 
and comparatively mild sultan were sought out to confer 
exclusive privileges on British traders, while from the 
coast of Guinea, as the fruits of less persuasive bargaining, 
came to England heavy cargoes of ivory and of gold. This 
brief paragraph must suffice to catch something of the 
quality of commerce in those exciting days when Drake 
tormented the Spaniards and when the Merchant Adven- 
turers by privateering relieved a scarcely monotonous 
form of legitimate trade and were themselves pirated. 

A large amount of detailed miscellaneous information 
concerning these early English companies can be obtained 
from the State papers of the time and from elsewhere; 
our particular task is to excerpt a few of the more significant 
of those items which illustrate the growth of conceptions 
of investment. The task so defined does not involve 
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mentioning every company formed in the last half of the 
sixteenth century or letting the imagination play in order 
to fill gaps in the history of the companies selected for our 
purpose. The first company chosen is a subsidiary of the 
Society of Merchant Adventurers previously mentioned, 
a subsidiary entitled The Merchant Adventurers of New- 
castle-upon-Tyne. This example is interesting because 
the words “joint stock" are used in one of the company's 
documents dated 1554. That use gives us justification for 
dating the origin in England of this term, for although the 
parent Society of Merchant Adventurers was reconstituted 
a year before, we have no record that the change was to 
joint stock, although undoubtedly the old conception of 
regulation had greatly broadened, and whilst the Russia 
Company was definitely joint stock in 1553, the words 
were not actually used by it. The first printing of the word 
capital " in England, in the meaning of money used in 
business, is said by investigators of the subject to date from 
fifteen years later ; that use is not in company records ; 
there the initial appearance of the word is at a much later 
date. However, it can for all practical purposes be said 
that the words joint stock and capital began their English 
careers in the early part of the second half of the sixteenth 
century. This is deserving of emphasis, because terms 
come into being in response to the word-hunger of human- 
ity ; the first, and perhaps rather casual, employment of 
terms, is an indication that tendencies hitherto submerged 
are gathering strength for increasing expression. We accept , 
then, the words joint stock and capital as having arisen to 
meet an economic need under the pressure of the same 
forces that compelled the word usury to be relegated to an 
archaism. Words having been given pride of place, our next 
step must almost inevitably be a recognition of statistical 
outcropping of the tendencies under review ; that is to say, 
we must look a little at the growth of capitalizations. 
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The Russia and Africa Companies 
We turn to the year 1553 also for an early example of 
these. The Russia Company, whose members, by the 
way, were still called adventurers, and not shareholders, 
in this year provided £ 6,000 of capital by calls of £25 on 
each share, which compares with the £5,000 capital of the 
African Adventurers formed in the same year. The Russia 
Company owned ships, the African Adventurers engaged 
for the voyage only ; the former company was a continu- 
ous enterprise, the latter company was virtually re-formed 
with each voyage. Recapitalization of each venture, that 
is, each voyage as it took place, was much the more com- 
mon practice at this time, and it was customary to number 
each issue of capital as First Joint Stock, Second Joint 
Stock, and so on. Unfortunately, renumbering was also 
used when a company was reconstructed after a lengthy 
existence; thus, for example, the Russia Company in 
the first thirty-three years of its life was reconstructed 
twice, and the third issue of capital was called Third 
Joint Stock. Apparent inconsistencies and contradictions 
abound at this stage of our inquiry, and we have to safe- 
guard ourselves by bearing in mind that we are taking a 
broad view. This guiding principle accepted, it can be 
said that the comparatively enduring capital organization 
of the Russia Company was the forerunner of something 
destined to survive in English financial practice, while 
the method employed by the African Adventurers, al- 
though persisted in for long by these and other adventurers, 
was destined to disappear under the influence of the grad- 
ual rise of an English banking system which made easier 
the retention indefinitely of undistributed balances of 
profits. But rise of the banking system had not begun in 
the days which now claim our attention, days of which 
it cannot even be said that the goldsmiths* vaults were 
available as repositories of other people*s treasures. 
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Queen Elizabeth as Shareholder 

A characteristic of the trading organizations of this era 
is that each had a charter from the State granting a 
monopoly of trade within a certain territory or in certain 
commodities. Therefore, the State connection was close, 
and perhaps agreeably so when Elizabeth became inter- 
ested in the African Adventurers and provided them with 
men-of-war convoys in return for a third share of the 
profits ; but, as we shall see subsequently, ^he relationship 
was to bring its disadvantages. There can be no doubt, 
however, that the direct or indirect association of the 
State with these early enterprises facilitated the raising 
of capital by them. 

Home Industrial Companies 

The State was associated with the Mines Royal Society, 
which came into existence between 1560 and 1570, and 
which was one of the few companies formed within the 
sixteenth century for the development of home industry. 
This Society was granted the exclusive right to search for 
gold, silver, copper, and quicksilver in eight English coun- 
ties and in the whole of Wales, the State to receive one- 
tenth royalty on the annual production. It is interesting 
from a capital point of view that the sum subscribed 
was much larger than had been provided for by any 
company previously, twenty-four shares being issued at 
an average price of £1,200 for each share. That English 
kings and queens had for centuries borrowed abroad makes 
the fact of ten of the shares being subscribed by German 
financiers less surprising than might otherwise have been 
the case; nevertheless, this sixteenth-century foreign 
participation in English joint stock enterprise will hardly 
have been expected. 

Another company formed about this time was the 
Society of the Mineral and Battery Works which, after a 
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brief spell of acute rivalry with the Mines Royal Society 
to the extent of disregarding the latter's rights, moved into 
close association with that concern, so much so that the 
companies seem in some old State documents to be re- 
ferred to as one. The capital of the Mineral and Battery 
Works amounted in 1568 to £7,200 in thirty-six shares. 
It is noteworthy that the company was a producing and 
a manufacturing body, mining zinc in Somerset and iron 
in Monmouthshire, drawing supplies of copper from the 
Mines Royal Society, and turning out brass wares from 
factories in London and Nottingham. 

The Old Lingers with the New 

Thus the inter-relating of differently originated joint 
stock companies was soon practised, and we have already 
seen that subsidiaries were formed by the first of the joint 
stock companies, namely, the Society of Merchant Adven- 
turers, some years previously. The Russia Company, the 
Mines Royal Society, and the Society of Mineral and 
Battery Works also quickly became parent concerns. 
An examination of the capitalization and constitution of 
these minor subsidiaries is not material to our theme; 
some were maintained in existence for a lengthy period, 
others were rapidly abandoned. It is desirable, however, 
to bear in mind that although the financial technique of 
companies was primitive during the last half of the six- 
teenth century, the possibilities of joint stock enterprise 
were becoming increasingly apparent, and experiments in 
joint stock methods although few were of a basic kind. As 
might be expected, the old lingered with the new, and 
examples of the regulated type of company still survived, 
one of the most important being the Eastland Company, 
an association of cloth merchants dating from the begin- 
ning of the fifteenth century. Some companies were of 
an indeterminate character, alternating between the old 
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form of organization and the new. Such was the case with 
the Levant Company; consequently, doubt exists as to 
when in its career the company was regulated or joint 
stock. It was certainly the latter in 1605 when granted a 
permanent Charter to replace the temporary one bestowed 
twenty-four years earlier, although retaining a system of 
entrance fees for members. What was precisely the 
organization of this company in 1581 is of importance, 
because Elizabeth lent the company £40,000 in this year 
and an additional £40,000 was obtained from other sources. 
If we assume the company was joint stock at this time, 
and the balance of the evidence is that way, then the 
Levant Company trading in the produce of the Sultan of 
Turkey's curious dominion, has the honour of first using 
shareholders' capital in a truly grand manner. 

The East India Company 

Nineteen years later the East India Company was 
launched, and just before the close of the sixteenth century 
the sum of £30,000 had been subscribed as capital, repre- 
senting part payments on account of shares of £200 each. 
The subscribed capital of the company, as a result of 
various financial adjustments, including the raising of the 
denomination of the shares to a denomination of £240 
each, was more than doubled in the next two years. We 
meet here with one of those difficulties of exact classifica- 
tion which beset us at this early stage of our inquiries ; 
for it was not until 1612 that the East India Company 
termed itself a joint stock concern, making in the following 
year an issue of capital called First Joint Stock. The 
difficulty is not one which need exasperate us; we may 
recognize that although the company was, from its incep- 
tion, more of the joint stock type than the regulated, 
practices peculiar to the latter played a definite part in 
the first decade of the East India Company's history. 
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Therefore, the East India Company's retention for some 
time of a designation in the course of being rendered 
obsolete by its own growth is understandable. 

The degree in which the East India Company was joint 
stock and the degree in which it was regulated during 
the first dozen years of its existence are questions over 
which only the academically minded will feel disposed to 
linger. We can, for our purpose, take the year in which 
the East India Company avowed itself as of the new order 
of commercial and industrial organizations as being a 
convenient time-mark in company history, a mark sixty 
years removed from the date of the formation of the first 
English joint stock company, namely, the Russia Company. 

Narrow Capital Markets 

This span of sixty years is one of which we must say that 
money was still adventured rather than invested ; for even 
when money was used for the development of enterprises 
at home and not subject to the risks of winds and waves 
and corsairs, it was being used in a land without a banking 
system and where knowledge of industrial and financial 
technique was embryonic. Scarcely any freedom of cap- 
ital movement existed. A person who wished to dispose 
of a share could not resort to a market ; he was compelled 
to negotiate with some one who was already a shareholder, 
or who from some other reason had a close acquaintance 
with the company concerned. Strange though it seems, 
the idea of increasing the capital of companies by adding 
to the number of their shares was not as yet perceived, 
and when companies required additional capital, share- 
holders were made liable for further amounts on the shares 
they already held. The result was that the denominations 
of shares rose to prohibitive levels and caused some share- 
holders to endeavour to sell fractions of their holdings. 

It is evident that under these circumstances the growth 
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of joint stock enterprises could proceed but slowly. We 
find, too, that the management as well as the capital 
arrangements of the companies was cumbrous. The affairs 
of the East India Company and the Levant Company, to 
take the two most important examples, were administered 
by a Governor, a Deputy, and twenty-four Assistants. 
The appointment of ten auditors to the East India Com- 
pany may not have been an excessive proceeding; for 
the days of independent auditors had not arrived, and 
auditors had to check one another as well as the company’s 
accounts. Possibly, the strictly Regulated Companies 
elected their auditors similarly, but the East India Com- 
pany records are the first to show the election of auditors 
as depending upon the popular vote; four of the East 
India Company’s auditors were appointed by special 
committees of those interested in the company, and the 
remaining six elected by the generality” of the share- 
holders. 

Auditors, Calls, Discipline, and Prayer 

One of the things which the East India Company soon 
established in joint stock practice was the right to sue 
shareholders who failed to pay calls on their shares. The 
company had not been in existence much more than a 
year before it obtained powers from the Lords of the Privy 
Council to this end, and warrants were issued against 
defaulters. Whether Balance Sheets were issued regularly 
in these days we do not know; certainly meetings of 
shareholders were frequent. Something of the old guild 
discipline was enforced at these gatherings ; shareholders 
could be fined for a wide range of offences, including inter- 
ruptions, private whisperings, and even for leaving the 
meetings, or Courts as they were termed, without per- 
mission. Those who did not pay the fines ran the risk of 
imprisonment. The Courts of Companies frequently 
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opened with prayer; the Governor of the Levant Com- 
pany was presented with a Bible as one of the symbols 
of his office. Probably, many of the dignitaries of the 
Church still believed that the taking of interest was highly 
immoral ; the city layman's conscience was not so troubled. 
It would be uncharitable to assume that the worthy 
aldermen and others who financed these early companies 
believed that religious observance and large profits went 
together; but they saw no reason to separate religion 
from business, and if they often confused business with 
religion, ecclesiastics who have made religion a business 
were not unknown in those or later days. 



CHAPTER III 

FROM JAMES I TO CHARLES Il\s ARRIVAL 

1612 — Handsome dividends — Parliament and national expenditure — 
The commercial intrusions of James I — New companies — Sale by 
candle — 1620 and a business crisis — Recovery and Dutch liveliness 
— 1625 and Charles I — Bolder joint stock notions — Regal honesty 
— 1642 and civil war — The East India United Joint Stock — A 
hard-pressed Commonwealth — Charles II arrives 

We start this, the third chapter of our inquiries, at the 
year 1612, nine years after James I had come to the throne 
and three years after the formation of the Bank of Amster- 
dam. James I was much less adventurously minded than 
Elizabeth had been, and, this being so, we shall not expect 
daring initiative on the part of her successor. But al- 
though commercial enterprise in the reign of James had 
not the advantage of an alertly-sympathetic ruling mon- 
arch, peace had been concluded with the Spaniards and, 
nominally at any rate, Britain was in amicable relationship 
with the rest of the world. It was a handicap that James 
was unwilling to follow the practice of Elizabeth in lending 
men-of-war as convoys for merchant fleets; for a good 
deal of harrying was done by the Portuguese and others. 
However, stout resistance and more was offered to would- 
be marauders by the armed merchantmen of the Com- 
panies, and therefore the lack of James’s naval support 
did not prove overwhelmingly serious. Commerce may 
not have thrived as it should have done, but by the test of 
profits the leading companies had little cause for com- 
plaint. The East India Company in the years round 
about 1612 was earning from 12 1 per cent to nearly twice 
as much, and the Russia Company paid 90 per cent for 
that year. 


22 



23 


FROM JAMES I TO CHARLES ll*S ARRIVAL 

The National Expenditure 
But the main factor which was to influence the growth 
of British commerce at this stage was not the somewhat 
indifferent external policy of James I. The steady dis- 
integration of the nation's finances was much more rele- 
vant. Anything which approached a system of national 
finance had yet to be reached in Britain ; Parliament had 
little control over expenditure, and in the next reign was 
to have far less ; how and where the nation's revenue went 
no one knew, and rising deficits were bridged by resort to 
expediencies. The expenditure of the nation in peace 
was heavier than that of the nation in war, and there was 
nothing to show for the additional outlay. In order to 
replenish the Exchequer, James I, or his advisers, conceived 
the idea of making trade increasingly consist of monopolies. 
Sundry persons were granted the exclusive right to manu- 
facture certain goods or to use alleged inventions, the 
Crown to receive handsome royalties or other remunera- 
tion. The practical application of the patent rights proved 
in many cases to be impossible, and the Crown's antici- 
pated receipts therefrom did not mature; in other in- 
stances the granting of monopolies led to the charging of 
extortionate prices or shortage of supplies. Naturally, 
public outcry was great, and the Crown modified its policy 
of endeavouring to cover up unsound national finance by 
the aid of profits from the sale of privileges. It was not 
until 1617, however, that James really appreciated that 
State interference with freedom of trade was liable to be 
injurious, both to his own well-being and to that of his 
people. He had suspended four years previously the 
Charter of the Society of Merchant Adventurers, and had 
given exclusive rights in the dyeing and handling of cloth 
to a newly-promoted concern, whose sponsors claimed 
ability to earn vast profits, from which the Crown was 
to receive £300,000 a year. The expectations of the 
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optimistic promoters of the new concern were not fulfilled. 
James I was bribed by the anxious controDers of the 
Company who saw their hopes vanishing; but in vain. 
A year after James accepted a ewer of gold the concern 
was dissolved and the Society of Merchant Adventurers 
restored to its former position. Meanwhile, as a result of 
incompetent direction, the cloth trade of England had 
seriously declined. 

New Companies: Sale by Candle 

New companies formed in the reign of James I included 
two Virginia companies, the Ulster Company, the Ber- 
muda Company, the Second Guinea Company, and the 
New River Company, the last being the first joint stock 
public utUity company in Britain. The fact that these 
companies and a few other minor ones were formed may 
be noted as an indication of expanding corporate activity, 
but there are no special features in connection with them 
which need command our further attention at the moment. 
Our purpose is best immediately served by a consideration 
of developments with regard to what was to prove the 
greatest of the concerns, namely, the East India Company. 
We have already seen that the word capital in the sense 
of a stock of money was known to a limited circle in 
Elizabethan England, but it is not until 1614 that we find 
the word appearing in the record books of a company and 
meaning share capital as we now imderstand the term. 
The East India Company has the honour of this record. 
It should be remarked that distinctions between different 
classes of capital had yet to arise, and the reader, until he 
is warned to do otherwise, can take the word stock as the 
equivalent of share. The East India Company in the same 
year as it fostered the use of the word capital took steps 
to broaden facilities for the sale and purchase of its stock, 
and offered its stock by auction through a special Court of 
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Sale, the method of auction being the ancient one of 
inviting bids all the while an inch of candle burned. 
Whether shareholders who wished to dispose of stock 
could use the Court of Sale or whether the auction was 
only for new issues by the company is not clear ; certainly 
only existing shareholders were allowed to bid for stock. 
Two years later the company altered the rules of the 
auctions and permitted anyone, whether a shareholder or 
not, to bid for the stock of the company when it was thus 
offered for sale. The negotiability of stock widened con- 
siderably from the date of this historic auction, although 
it was not until thirty years later that the beginnings of 
an English banking system became apparent, and the 
century had nearly run its course before alley trading in 
stocks foreshadowed the emergence of the London Stock 
Exchange. 


1620 AND A Business Crisis 
So far the difficulties of companies had been chiefly 
those which proceeded from imperfect organization, an 
excessive patronage on the part of the State, and the risks 
of climate and plunderings, the few home industrial 
companies being free from the last. The year 1620 brought 
a new form of trial, namely, a commercial crisis accom- 
panied by heavy falls in the prices of commodities. Com- 
mercial depressions had been experienced frequently 
before the seventeenth century, but the one which began 
in 1620 was the first to affect what were virtually public 
companies with numerous shareholders, and employing 
large amounts of capital. The East India Company 
at this time had nearly a thousand shareholders and a 
subscribed joint stock of £1,629,000. Causes of the crisis 
were diligently sought, and there was no scarcity of pam- 
phleteers to air their views. The explanation most favoured 
was that of a shortage of money. It is reasonable to 
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suppose the currency system was at fault, particularly as 
the supplementing of the purchasing power of money by 
the judicious creation of credit was then unforeseen, let 
alone practised ; but as also knowledge of the principles of 
finance and commerce generally was scanty there must 
have been ill-adjustment in many directions. 

Recovery and Dutch Liveliness 

The commercial depression lasted for several years, 
during which the East India Company, the African Adven- 
turers, the Russia Company, and the Society of Merchant 
Adventurers all fared extremely badly. It would seem 
that the utmost depth of the depression was reached in 
1622; for in that year cloth was reported as almost 
valueless in some districts of England. A decided reaction 
occurred in 1625 ^ind values rose sharply, especially of 
land in the City of London. Yet while prosperity was in 
some measure regained another disturbing factor began 
to make itself felt, namely, foreign competition. This had 
never been absent since the first days of the English 
Companies, but it was now becoming intensified. The 
Dutch, like the English, were not at war in the first quarter 
of the seventeenth century. One result of their peaceful 
energies was the formation of the Dutch East India 
Company, an amalgamation of several formerly separate 
concerns; another was the formation in Holland of a 
powerful bank giving special attention to the financing 
of foreign trade. The Russia Company had already found 
itself ousted from Russia at the instigation of Dutch 
merchants and, turning to whale hunting, clashed with the 
Dutch in Greenland. An attempt had been made by the 
English East India Company to conclude an agreement 
with its Dutch rival, but the Dutch Company was too 
conscious of growing strength to desire any sharing of 
territory or spoils. 
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Charles I Begins His Reign : Bolder 
Joint Stock Notions 

The rivalry with the Dutch was to become more acute 
as the century passed, but again it has to be remarked 
that deterioration of the English national finances was of 
greater consequence to the English companies. Charles I 
began his reign in 1625; where James had committed 
financial sins, Charles repeated the offences on a greater 
scale, and, additionally, perpetrated his own newly-in- 
vented excesses. The first few years of Charleses reign 
were not unpromising commercially. Colonization of New 
England went forward, as did also the development of 
plantations in the West Indies. Bolder ideas were expressed 
in joint stock undertakings, the most noteworthy example 
being the formation of the Society of the Fishery of Great 
Britain and Ireland. This Society, incorporated in 1632, 
had a capital of £167,000 ; it engaged in the catching and 
home marketing and exporting of fish, and controlled 
several unincorporated units. Charles, however, was find- 
ing the pleasures of Court expensive, and he had no inten- 
tion of cutting down his own indulgencies or those of 
his favourites. The imposition of heavy royalties on 
gun-powder and playing cards wrought no great harm, 
and may have prevented some persons from ending their 
days by explosions or duels. But the range of the royalties 
was extended, and the discreditable monopoly practices 
of James exceeded. It remained for Charles to repeat the 
mistake that James made with the Society of Merchant 
Adventurers, and in 1635 he authorized the formation of 
a concern to compete with the East India Company, from 
which concern he was to receive a liberal share of the 
profits. This concern, originating at the Court, and known 
as the Courtiens* Association, was unscrupulous in its 
activities abroad, and was probably no better at home. 
Charles's next move was to endeavour to get his nominees 



28 


SHORT HISTORY OF INVESTMENT 


appointed to important posts of companies, and, on the 
shareholders of the Society of Merchant Adventurers 
declining by vote to assent to such a course, he forbade 
the use of a ballot box at company meetings in future. 
The condition of the country went from bad to worse, and 
by 1640 the fishery venture had failed, the Russia Com- 
pany was in difficulties, the East India Company's profits 
severely reduced, and the much-vaunted Courtiens* 
Association in a hopeless plight. Charles, having ex- 
hausted his credit everywhere, purloined the property of 
goldsmiths and merchants lodged in the Mint, and later 
helped himself to the East India Company's stocks of 
pepper. 


Civil War 

We have to sojourn a little longer in the troubled 
political and religious atmosphere of the middle of the 
seventeenth century. Charles's peculiar ideas of financial 
honesty plainly were not of a kind to inspire confidence in 
the commercial community, and it is not surprising that 
business waned in 1640. The struggle between Parliament 
and King was beginning, and early in the year Pym had 
made his famous declaration that "The powers of Parlia- 
ment are to the body politic as the rational faculties of the 
soul to man." Two years later the country was at civil 
war, and no spare energy was available for industrial and 
commercial development. However, we have to notice 
two facts of this period, one ironic and the other economic. 
The first is that several of the companies with which 
Charles had sought to tamper advanced sums to help the 
Parliamentary side; the second is that during the Civil 
War the foundations of English banking were laid, for we 
find the goldsmiths then inviting the deposit of money to 
be obtainable on demand. 
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FROM JAMES I TO CHARLES Il's ARRIVAL 

The East India United Joint Stock — 

A Hard-pressed Commonwealth — Charles II 
Arrives 

The Civil War ended in 1646, and the Long Parliament of 
Cromwell was dissolved in 1653. These years were not con- 
spicuous for joint stock enterprise ; the outstanding event 
in this connection was the amalgamation of the Courtiens’ 
Association with the East India Company, capital for 
this and for the general purposes of the East India 
Company being obtained through an offer of what was 
called United Joint Stock. The sum actually offered for 
subscription was £300,000, but not all was taken up. It 
should be explained that the East India Company acquired 
the Courtiens' Association not by reason of the latter's 
prosperity but because the Association, failing of its 
initial programme, was committing malpractices in the 
East to the discredit of English enterprise generally. Six 
years after the conclusion of the Civil War Cromwell's 
Commonwealth became engaged in a naval war with the 
Dutch, which lasted until 1654. result of this war 
was that the African Adventurers and other companies 
using sea-routes sustained severe losses. Whether or no 
the East India Company suffered heavily from depreda- 
tions is not certain ; the Company's history round about 
this time is chiefly a record of internal differences attrib- 
utable, so it was alleged, to the disrupting influence of 
members of the old Courtiens' Association who had taken 
an interest in the New United Joint Stock. These differ- 
ences were responsible for the East India Company tem- 
porarily losing its monopoly, the Commonwealth per- 
mitting ships independently owned to trade under licence 
with India. But this state of affairs did not last long. 
The Commonwealth in 1656 was so hard pressed financially 
that it beseeched a loan from the East India Company 
which, in return for the accommodation it granted, received 
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a new Charter from Cromwell. The national finances 
were in a more unsatisfactory condition than ever ; ideas 
upon what were legitimate revenues and expenditures 
remained hazy, and to the effects of former carelessness 
and profligacy had to be added the expenses of war at 
home and abroad. Cromwell died in 1658, and in 1660 
Charles II was crowned King of England. Charles was 
ushered in to the cry of ** Retrenchment,** and the outlay 
on the fighting forces was reduced. 



CHAPTER IV 


FROM THE RESTORATION TO THE ARRIVAL OF 
WILLIAM OF ORANGE 

The Third Guinea Company — 1662 and a recognition of the limited 
liability principle — Plague and lire — The East India Company 
stops gaps — Household expenses — A dash by the Dutch and a lost 
opportunity — A “ transport ” — ^1670 and the Hudson’s Bay Company 
— The Crown defaults and makes history in more ways than one — 
1675 and penny post — Banking and insurance — Joint stock sup- 
porters get an opening — A Scottish prospectus — The Commons' 
hold — James II and the East India Company — 1689 and William 
of Orange 

Two years after the Restoration, as Charles IPs inves- 
titure as monarch was called, the Third Guinea Company 
came into existence. We can learn nothing of financial 
method from the constitution or conduct of the Company ; 
but it is not irrelevant to take heed of the light which the 
concern throws on the moral ideas current at the time of 
its birth; for we are to see, soon after the turn of the 
seventeenth century, an outburst of corruption in the joint 
stock world, an outburst which had its origin in men's 
credulousness and rapacity. The latter vice was a be- 
setting sin of the worthy gentlemen of the Third Guinea 
Company and of the Crown which granted a Charter to 
them. We are told the Company trafficked in human 
merchandise. It was a condition of the Charter that not 
less than 3,000 negroes should be shipped annually from 
Africa to the Indies. At the head of the Company was the 
Duke of York, a prominent Churchman. Thanks to raids 
on the Company's vessels by ships of other nations slaving 
did not prove profitable. Few at this distance will regret 
the Company's inauspicious start. 

The Limited Liability Principle Emerges 
It will have been gathered that the development of joint 
stock enterprise did not proceed inspiringly at the opening 
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of the reign of the second Charles. If the King's influence 
had been the determining factor, then all of the twenty-five 
years of his reign would have to be set down as barren of 
progress, financial or otherwise. The joint stock idea, 
however, had acquired a momentum from its now hundred 
years of life in England and its power could but be 
increasingly expressed. This being so, fevered activity 
broadened in spite of the boudoir outlook of the Head 
of the State. 

The first financial gain to be recorded is the recognition 
in 1662 of the limited liability principle. It was conceded 
in that year that shareholders in several companies, in- 
cluding the East India, should not be responsible for 
the debts of the companies in the event of default of 
the latter. Actually the shareholders' liabilities were 
restricted to amounts due to be paid on their holdings. 
Nearly two hundred years were to elapse before this prin- 
ciple passed into the Common Law of the land and became 
applicable to all joint stock companies without exception. 
Nevertheless, it was in Charles's reign that the seed was 
sown, although the concession was then made in only a 
few cases. 

Plague and Fire : A Dash by the Dutch 

Whatever encouragement to trade there might have 
been at this time was soon checked by the Plague taking 
heavy toll of the inhabitants of London in 1665, ^tnd com- 
pelling people to desert the centres of business. The 
Plague was followed in the succeeding year by the Great 
Fire, which has been estimated to have done damage to 
the extent of over £10 millions. The East India Company 
was strong enough to increase its activities in the midst 
of general misfortune. Its power to withstand adversity 
was not wholly an advantage, because the Company was 
the more expected to stop gaps in the national finances 
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when the holes became uncomfortably large. In perform- 
ance of this function the Company handed over £120,000 
in 1666 and 1667. The need for the subsidizing of the 
Crown by a private company could not be entirely ascribed 
to inescapable national calamities, as is evidenced by the 
fact that in 1667 expenses of the King's Household 
amounted to over £800,000. That year England was again 
at war with Holland and a slight revival of commercial 
activity was once more swiftly retarded by hostilities. On 
this occasion, the dash of the Dutch Fleet up the Medway 
caused financial panic, and heavy demands were made on 
the goldsmiths for payment of deposits left with them. 
Some of the deposits had been used for financing mer- 
cantile operations now badly hit by the war, and even the 
re-used deposits most favourably situated could not be 
quickly regained. Therefore, suspension of cash payments 
by the new profession of bankers was common. Only a 
year passed after the bold Dutch demonstration in the 
tributary of the Thames when, to use the words of Mr. 
G. M. Trevelyan, ''an English diplomat in the Low Coun- 
tries, Sir William Temple, negotiated with great skill the 
Triple Alliance of England, Holland, and Sweden to check 
the French advance on the Rhine and in the Spanish 
Netherlands." If England had steadily adhered to the 
policy, continues Mr. Trevelyan, she might have saved 
Europe an epoch of bloodshed. That is the first considera- 
tion; additionally, England would have benefited enor- 
mously from the commercial standpoint if she had been 
faithful to "the little Republic of merchants . . . poised 
between the sandbanks and the sea." But although 
probably desired by the plain folk of England, no enduring 
alliance with industrious Protestant Holland was possible 
while England had a King of "Roman Cathohc and 
despotic proclivities," whose amours and indulgencies 
generally were a byword, whereas the First Magistrate 
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of Holland was renowned for the simplicity and austerity 
of his life. Three years passed and we discover Charles 
negotiating a secret alliance with France against Holland, 
in return for a cash payment and without the consent of 
the English Parliament. 


A ''Transport*' Document: The Crown 
Defaults 

However, the treaty with the Dutch ensured a brief 
spell of peace. An advance in the facilities for the selling 
of stock was witnessed in the year following, when the East 
India Company adopted a "transport’* document, plainly 
the forerunner of the transfer form which has to be lodged 
with joint stock companies of the twentieth century. When- 
ever a sale of shares was made the “transport** opened 
with a declaration that “ I . . . do sell and assign to ..." 
This was in 1668 ; in 1670 occurred another outstanding 
event in joint stock history, namely, the forming of the 
Hudson’s Bay Company, with an organization modelled 
closely on the lines of the East India Company. Seven 
days before Christmas, 1671, the Crown postponed pay- 
ment of £1,328,000 borrowed from bankers and due to 
them. The money lent to the Crown by the bankers largely 
consisted of deposits made by ordinary citizens, and, 
consequently, the default of the Crown precipitated a 
financial crisis affecting the whole of the City of London 
and also beyond. We must mark well this incident, be- 
cause the sum defaulted constitutes the beginning of the 
National Debt. It was subsequently recognized as an 
obligation of the English people and we shall follow in 
later pages the manner of its handling. Out of it sprang 
the system of English Government loans from the pub- 
lic and the provision of a highly important avenue of 
investment. 
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1675 AND Penny Post: Banking and 
Insurance 

By 1675 the nation had recuperated and fertility of 
industrial and commercial ideas was apparent, finding 
concrete expression eventually in such schemes as those 
for a London Penny Post and the provision of lamps on 
the outside of houses, by which rape oil illuminants London 
streets were then shadowily lit. Metallic money in circu- 
lation greatly increased as a result of expansion of coinage, 
and credit instruments in the shape of bankers' bills came 
into extensive use. The banking business was still mainly 
carried on by goldsmiths, but we find at this time a dis- 
tinct tendency on the part of goldsmiths who accepted 
deposits to resort to the designation of bankers. Both 
the East India Company and the Royal African Company 
virtually acted as merchant bankers, accepting deposits 
for withdrawal at call or on notice, and it was evident 
that the conception of banking was entering vitally into 
the national life. In 1680 the declaration of a substantial 
dividend by the New River Company provided a stimulus 
to the forming of other water supply companies. It was 
in this year also that a fire insurance office was founded on 
a basis approximating to joint stock, a year further dis- 
tinguished by the House of Commons refusing funds to 
pay the King's debts. 

A Defence of Joint Stock Principles 

About this time friction occurred between the Levant 
Company and the East India Company. We have referred 
previously to the difficulty of classifying the Levant 
Company; on the occasion of this dispute the Governor 
of the Levant Company claimed that it was conducted on 
regulated lines ; he went further and attacked the notion 
of joint stock as injurious to the country. Possibly, the 
Levant Company was a regulated company at the time of 
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the dispute ; that need not concern us, although we may 
note a certain contradictoriness in the fact that forty 
years previously the Levant Company had passed a reso- 
lution in favour of joint stock trading. We have to observe 
that the Levant Company’s attack gave those in control 
of the East India Company the opportunity for making a 
spirited defence of joint stock principles, a defence which 
impressed a wide circle of commercial opinion. It was 
shown in this defence that trade with India had greatly 
increased since the East India Company had definitely 
adopted joint stock methods, and that this was to the bene- 
fit of England as a whole ; as far as the condition of the 
Company was concerned, its ability to borrow at the low 
rate of 3 per cent testified remarkably to the soundness of 
its policy. Thereafter, the cause of the regulated com- 
panies which had long been waning suffered severe decline. 

A Scottish Prospectus 

Soon after this episode the documentary aids to invest- 
ment received a notable addition by the issue of a pros- 
pectus appealing for subscriptions to stock. This docu- 
ment was circulated by the promoters of a Scottish under- 
taking formed to manufacture cloth, and, as far as is known, 
it is the first company prospectus to make an appearance 
in Britain. It has to be remarked that subscriptions would 
be accepted only from persons engaged in the cloth trade, 
and therefore we can hardly regard the prospectus as the 
medium for a public offer of stock ; but this appeal for funds 
distinctly broadened financial practice as hitherto pur- 
sued and, the example given, it was not long before imi- 
tators perceived the inelastic elements and removed them. 
This Scottish venture was remarkable from other aspects ; 
members of the governing body were all more obviously 
actual directors than was the case with contemporary 
English companies. Building up of financial strength 



RESTORATION TO ARRIVAL OF WILLIAM OF ORANGE 37 

was the promoters’ prime concern. Subscribers to the 
Scottish cloth company were not to expect any dividend 
for the first three years and only 5 per cent in each of the 
three years ensuing. It will be seen that Scottish financial 
conservatism is no recent product. 

The Commons’ Hold: James II and the 

East India Company: 1689 and William 
of Orange 

The reign of Charles II ended with his death in February, 
1685. Bloody and disturbed” it was, as Mr. Trevelyan 
tells us, remembering the persecution of the Scottish 
Covenanters, and blemished by dissolute living in high 
quarters. Nevertheless, in spite of these things and Plague 
and Fire and War, England’s wealth and foreign trade 
expanded. We have not yet arrived at the time when the 
nation’s book-keeping is sufficiently clear and honest to 
indicate the real position of the National Debt at the 
beginning and at the end of Charles's regal and riotous 
quarter of a century. But there is no doubt that Parlia- 
ment retained the closer control over the national expen- 
diture which the Commons had stubbornly gained by 
Cromwell's aid, and the King’s natural disposition to ex- 
travagance was allowed no easy rein. The task of deliver- 
ing taxation from the demands of caprice and irrespon- 
sibility, although far from wholly accomplished, had 
made headway enough to permit of investment being less 
exposed than formerly to dangers arising from misappro- 
priation of the nation’s moneys. During the four years’ 
reign of Charles IFs successor, the normal activities of life 
were eclipsed by acute dissensions within the State. 
Rebellion signalized the arrival of James II, and speedily 
the efforts of the greater portion of the English people 
and a large portion of the Scottish were employed in 
endeavours to remove James from the throne. The 
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struggle ended by James fleeing to France in 1689 and 
William of Orange accepting an invitation to become 
King of England. A curious incident of these troublous 
days was the pledging of the support of the East India 
Company to James II by Sir Josiah Child, Governor of 
the Company, in face of the strong criticism of a minority 
of the shareholders, who were over-ruled and forced to 
dispose of their holdings. The shareholders thus defeated 
organized themselves in active opposition, and the effects 
of these dissensions were to be felt in various ways by the 
East India Company during the next twenty years of its 
history. While James was still in power the massacre of 
the Huguenots took place in France. A consequence of 
this outrage was that many Huguenot refugees fled to 
England. They brought with them a specialized skill 
which infused fresh life into the comparatively backward 
industries of England. This is all we can say from the 
business point of view with reference to the years from 
1685 to 1689. But before the end of the century very 
significant financial innovations were to be made. 
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WILLIAM OF ORANGE — YEARS CROWDED WITH 
FINANCIAL INCIDENT 

Salving treasure — Companies in 1695 — Scrip dividends — John Hough- 
ton’s bulletin — The first joint stock bank — “Time bargains’’ — The 
Bank of England Charter — The State begins to borrow money 
publicly — Stockbrokers — Change Alley and “Jonathan’s” — An 
Act largely dead — The new East India Company and the United — 
Corruption, great men, and currency reform — Exchequer Bills — 
The National Debt in 1701 — The Darien Company — The Million 
Bank 

Holland had long been tolerant of the Jews, and upon the 
selection of William of Orange as King of England a 
number of the race came over from Amsterdam in search 
of opportunities for the exercise of their undoubted talents, 
reinforcing the few of their brethren who ventured back to 
England during the rule of Cromwell, although the ban 
on the Jews had not been officially removed. Those who 
now came from the great trading centre of Holland had 
the advantage of coming from a city much more advanced 
in financial technique than was the capital of England, 
and of arriving in times propitious for development of the 
gentle art of lending money and getting it back again. 
The year before William ascended the throne an English 
expedition had returned from salving treasure out of 
sunken ships, and so successful had it been that bullion 
and plate to the value of over £250,000 had been rescued 
from the deep. Popular acquaintance with this rich 
reward brought about many similar expeditions, most 
of which were organized on a joint stock basis. Partly 
as a consequence of this movement the number of British 
companies in existence had risen to nearly 150 by the end 
of 1695. Other factors had also fostered these forms of 
enterprise. The period was one of almost European war ; 
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in numerous directions normal commercial pursuits were 
restricted and the possessors of money had to seek fresh 
outlets for the employment of their resources. Then, too, 
the Hudson’s Bay Company and the Royal African Com- 
pany were conspicuously prosperous in spite of the difficult 
times, as was also the East India Company until the 
challenge to its privileges became irresistible, leading 
eventually to the formation of a rival concern. All three 
companies had, round about 1690, distributed handsome 
scrip dividends, that is to say, they had given to their 
shareholders free additional shares. The kind of distribu- 
tion then initiated has persisted to our own day. It has 
the advantage of nominally increasing the capital and so 
causing the rates of subsequent cash dividends to appear 
to be much less than actually the case, a consideration of 
importance when large profits are apt to be regarded 
enviously by multitudes who cannot directly participate 
in them. 

John Houghton's Bulletin : The First 
Joint Stock Bank: *‘Time Bargains” 

The increase of public interest in joint stock companies 
led to the publication of the approximate prices at which 
stocks could be bought and sold, the prices appearing in 
a list contained in a bulletin of miscellaneous commercial 
information issued at intervals by one John Houghton, 
whose list in 1694 comprised some fifty companies. This 
is the year in which the first English joint stock banking 
company was formed, namely, the Bank of England, and 
a year before the foundation of the Bank of Scotland. 
Naturally, the addition of Bank of England stock to the 
growing list of purchasable securities helped to attract 
still further attention to the City as a place for using money. 
The market for stocks acquired more definite character 
and securities were bought and sold as ”time bargains” ; 
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that is to say, the cash for them was not paid immediately, 
but the parties concerned agreed to complete the settle- 
ment at a date specified, thus foreshadowing the days of 
account afterwards to be established by the Stock Ex- 
change when that institution came into full existence. 

The Bank of England Charter: The State 
Borrows Money Publicly: Stockbrokers 

The Bank of England, as a condition of its Charter, had 
to lend to the Government the whole of its original capital 
of £1,200,000, on which it was to receive 8 per cent annu- 
ally, plus an extra £4,000 each year for management. 
It is said that the suggestion of lending to the Government 
originated with William Paterson, the chief founder of 
the Bank ; but it is not improbable that Charles Montague, 
the then Chancellor of the Exchequer, had a voice in the 
matter. The Bank was given the right to issue notes to 
the extent of its capital and to transact banking business 
generally. Two years prior to the foundation of the Bank 
of England the State began to borrow money publicly, 
instead of privately from merchants and goldsmiths as 
had been the custom to date. Its first experiment was by 
means of a so-called Tontine Loan for £1,000,000, but 
only one-tenth of the amount offered by the Government 
was subscribed. Clearly, the conditions of the Charter 
granted to the Bank of England meant that the State was 
borrowing from the public by means of the Bank. In the 
same year a State Lottery Loan of £1,000,000 was offered, 
followed in 1697 by one for £1,400,000. The increase in 
the number of companies, together with the issue of State 
Loans, brought into existence a large class of persons who 
earned a living by acting as intermediaries in the matter 
of buying and selling securities. These stockbrokers or 
stock jobbers, as they came to be called, met at first in the 
Royal Exchange, a building not intended for that purpose. 
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and whose regular fraternity of merchants were at first 
none too well disposed towards the new and noisy pro- 
fession springing up in their midst. The annoyance must 
soon have been appeased, because by 1698 the dealers in 
stock found the Royal Exchange accommodation inade- 
quate, and many of them betook themselves to Change 
Alley, nearby. A few of the brokers did not move until 
later, and those who did depart subsequently received an 
invitation from the Royal Exchange authorities to return ; 
for it was now recognized that the stock dealer was des- 
tined to be a power in the land. The invitation was not 
accepted ; when climatic conditions made open-air dealing 
in Change Alley too rigorous a business, dealers resorted 
to the warm interior of the famous coffee house known as 
** Jonathan’s.** 


An Act Largely Dead 

The City Corporation was early aware of the desirability 
of taking whatever steps were possible to ensure that 
persons handling large sums of other people’s money should 
be of good character, and from ist May, 1697, brokers had 
to obtain a licence from the Lord Mayor and Aldermen. 
The licence was granted only on evidence of honesty and 
good fame, and the broker was required to swear an oath 
promising that he would truly and faithfully execute and 
perform the office and employment of a broker. He prom- 
ised to avoid fraud and collusion and generally to act 
according **to the tenour and purpose of the Act intituled 
to restrain the number and ill practice of Brokers and 
Jobbers.” This Act, stipulated among other things, that 
a broker should not speculate on his own account ; but as 
it was impossible to discover, except in flagrant instances, 
when a broker had done so, this part of the Act was a 
dead letter from the start, as, indeed, were other portions. 
Oaths were easily sworn and easily broken in those days. 
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It should not be assumed from the wording of the Act that 
the alignment of the functions of broker and jobber had 
already been determined. The Act was designed not alone 
to control dealers in securities but dealers in other things 
as well. Moreover, at this time the words stockbroker and 
stock jobber can be regarded as interchangeable, and the 
use of the one rather than of the other as a matter of 
preference and not an indication of the performance 
of separate duties, as was later to be the case. Dis- 
cipline of brokers by the Corporation of the City of 
London was practised in gradually lessening fashion until 
1886, when what was called the Brokers* Relief Act came 
into force. Thereafter the broker was subject to the gen- 
eral laws of the land and to the rules and regulations of 
the institution of which he was a member, but was freed 
from other special governance. 

The New East India Company and the United 

Meanwhile, the State was being drained by an unpre- 
cedented scale of expenditure on war, and it took the 
opportunity of replenishing its coffers by exploiting the 
situation caused by disruption within the East India 
Company. A monopoly of trade with India was conferred 
on those who subscribed to a loan of £2,000,000 to the 
State, the result being the formation of a new East India 
Company. It is a curious sidelight on the expediencies of 
national policy at this time that the original East India 
Company was permitted to subscribe to the loan, and we 
thus have the position of the original East India Com- 
pany having a financial interest in the new opposing com- 
pany. This is an early instance of the interlocking of the 
affairs of one company with another, a process which by 
the twentieth century was in many instances to reach a 
point almost defying analysis. It is not for us to pursue 
at length the various phases of the East India agitation, 
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since to do so would carry us too much into the domain of 
private and Parliamentary intrigue. But in order not to 
leave the matter inconclusive we may record that the end 
of the agitation occurred in 1708 when the rival concerns 
were amalgamated under the title of the United Company 
of Merchants Trading in the East Indies. 


Corruption, Great Men, and Currency 
Reform : Exchequer Bills : National Debt 
IN 1701 

It would be difficult to find in English history a more 
extensive corruption than is to be found in the period with 
which we are now dealing. Members of Parliament and 
Members of the House of Lords took bribes as a matter of 
course. At least one of the Government Loans was the 
subject of a great fraud by a high official, and of all the 
loans raised in William's time a disappointing proportion 
actually reached the Exchequer. Indeed, it has been 
estimated that of the first 3^5,000,000 so raised only 50 
per cent went into the Treasury. But the new ideas which 
had survived and expanded through a century of devas- 
tation, disease, and misrule, were not to decline or to be 
denied offspring merely because honest citizens were few 
and far between at the end of the seventeenth century. 
Great men were not entirely lacking. It was the time of 
Locke and Newton, and if William of Orange was not 
lovable he had solid virtues. Therefore, the period was one 
of broadening conceptions and some of the pressing 
financial problems were boldly handled, although others, 
by lack of knowledge or defect of moral courage, were 
not faced. Among the gains is to be counted a reform of 
the currency, which step involved the recoining of gold. 
The temporary withdrawal of gold from circulation led 
in 1696 to the issue of Exchequer Bills, by the use of which 
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was remedied the temporary deficiency of circulating 
media. These Bills were chiefly of £5 and £10 denom- 
ination, and were issued by the Government through the 
financiers, a swelling class playing an increasingly import- 
ant part in the affairs of the nation and the scorn of the 
landed gentry, who were in a few years so largely to fall 
victims to the men whom they despised. The Bills, which 
were payable at a specified date, were more than a substi- 
tute for currency, however, because the Government paid 
interest at the rate of £4 ns. per cent per annum. It 
is evident the Government had found a useful way of 
borrowing for short periods, and in 1697 a further offer of 
Exchequer Bills was made, the interest being raised to 
£y I2S. per cent. The increased rate of interest may be 
in some degree an outcome of a decline in the Govern- 
ment's credit, but it also partly proceeded from an en- 
deavour to make the Bills more acceptable — an endeavour 
which succeeded. It is hardly necessary to add that 
Governments early found tempting methods to persuade 
holders of Exchequer Bills to change into Loans repayable 
at a distant date, when it was either embarrassing or im- 
politic for the Governments to meet their obligations 
when they fell due. The very first issue of Exchequer 
Bills gave the holder the right to exchange into an “annu- 
ity" redeemable at a later date than the Exchequer Bills. 
By Lottery Loans and Exchequer Bills and the securing 
of funds through the Bank of England and East India 
issues, the foundations of the National Debt were being 
well if not truly laid. Various other minor loans were 
also raised and were mostly charged on the anticipated 
returns from duties on malt, coal, and other products, and 
on some anticipations of decidedly less common-sense 
nature ; for possible sources of new taxation were fever- 
ishly canvassed at this time. The National Debt position 
at 31st December, 1701, was as follows. 
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Debt recognized as 
Perpetual 

Principal 

Annual Interest 
Required 

By means of stock of Bank of 

i 

1 

England .... 

1,200,000 

96,000 

By means of stock of the (new) 
East India Company 

The “Bankers' Debt" (of 
Charles II) . 

2,000,000 

160,000 

664,000 

39,800 


3,864,000 

295,800 

Annuities and Debts charged on 
certain taxes with a view to 
redemption 

9,861,000 

853,000 

Miscellaneous Debts having no 
such provision as those im- 
mediately above . 

2,669,000 

162,000 


;^i6,394,ooo 

;^I, 310,800 





The average rate of interest paid on the total Debt was 
therefore a shade under 8 per cent per annum. 


Some Reflections on the Figures 

It must be borne in mind that the figures above can only 
be regarded as offering a broad indication of the state of 
the National Debt at the end of the seventeenth century ; 
for the craft of accurate and even of honest book-keeping 
had yet to be acquired by Government officials. Pre- 
sumably, the statement does not include sums borrowed 
for allegedly very short periods, such as the amounts 
secured from Exchequer Bills and Tallies, unless they 
have been included in the item of unfunded debts for 
which no redemption arrangements had been made. It 
will be noticed that well over a quarter of the Debt was 
acknowledged as of a permanent character; but figures 
for later years suggest that hardly any of the Debt was re- 
deemed and strengthen the doubts previously mentioned 
concerning Exchequer Bills and Tallies. The sum of 
£664,000, which, although provided for, strictly speaking 
did not enter into the National Debt until 1705, represents 
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the compromise effected with regard to the £1,328,000 
borrowed by Charles from bankers and on which he 
defaulted in 1671. The original holders of this debt and 
their descendants had to press their claims for thirty years 
before obtaining a settlement and had to be content at 
last with the State accepting liability for half the amount 
filched by Charles, the Government of William issuing 
requisite securities to bear interest at 6 per cent. Since 
the word tallies has been mentioned, these curiosities of 
Government finance should be defined. The tally was a 
stick with sides notched and serving as a receipt for 
money lent to the Government for a short period. 

The Darien Company: The Million Bank 

All of the reign of William III, which came to an end in 
1702, was crowded with financial incident, both in Govern- 
mental and company finance. It was a time of many 
abortive schemes, including an attempt to float a rival 
concern to the Bank of England, shortly after the latter 
was founded. A minute episodic study is not our task; 
our concern is with a broadening stream, rather than with 
debris floating from time to time upon its surface. It 
should be mentioned, however, although the Company 
comes into the category of a colonizing venture by the 
Scottish nation as a whole, that within this period was 
formed the Darien Company which, after twelve years' 
existence, came to grief in 1707. Its failure had far-reach- 
ing political consequences ; for, as Mr. Trevelyan tells us, 
Scotland learnt from the tragic failures of this settlement 
the bitter lesson that she had not the power and resources 
needed to open markets and found colonies for herself 
alone. Indeed, the failure prepared the way for the com- 
plete Union of Scotland and England, a development 
which involved the absorption of Scotland’s Parliament 
and Privy Council into those of England. Until this Union 
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Scottish companies had been protected from the com- 
petition of English concerns ; removal of this protection 
caused a crisis in Scottish finance and the collapse of sev- 
eral companies engaged in the manufacture of cloth. Less 
historically famous than the Darien scheme is the Million 
Bank, an English company started in the same year. The 
Million Bank was never a bank in the accepted sense of 
the word, and it soon became a company holding Govern- 
ment securities. As the first investment trust company 
the Million Bank must be accorded our recognition. 



CHAPTER VI 


FROM QUEEN ANNE TO THE SOUTH SEA FRENZY 

The reign of Queen Anne — Joint stock capital — The first foreign loan 
— The delights of banking — The Bank of England and the &)vem- 
meut — The South Sea Company — The art of reconstructing — ^The 
bull-calf — The famous hoax — 17 ii and expanding trade — Insurance 
companies — Beech nuts and preference capital — The first stock- 
broker's list — The Sinking Fund — Insurance companies again — 1719 
and a slackening of trade — The ideas of William Law — The South 
Sea frenzy — “The Bubble Act” — 1722 and a Bank of England 
Reserve 

As far as finance is concerned, Anne's dozen years as 
queen have no exciting flavour, unless we regard as such 
the liberal accumulating of Debt by the State. Scarcity 
of money and general business depression marked the 
first years of her rule, causing in 1704 suspension of pay- 
ments by the Bank of Scotland and a substantial fall in 
the price of Bank of England stock. Disaffection in Scot- 
land was partly responsible for this condition of affairs, 
but the main reason was the European War, which in one 
phase or another and at one place or another continued 
until the Treaty of Utrecht in 1713. Professor Scott has 
calculated that the total paid-up capital of English and 
Scottish companies soon after Anne came to the throne 
amounted to nearly millions. Many companies came 
to an end in the next few years as a result either of mis- 
fortune or mismanagement, but their disappearance did 
not prevent the capital invested in joint stock companies 
from doubling before George I became king. Really, 
however, as we shall see subsequently, the additional 
capital so created was much more for the use of the State 
than for private enterprise. 

The First Foreign Loan 

The depression did not lift until 1708, but the lack of 
money and confidence which prevailed thereto did not 
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stop the occurrence of an important financial event in 
the year 1706, namely, the flotation of an Eight Year Loan 
^or ^500, 000 on behalf of the Emperor of Germany, secured 
on the revenues of Silesia and bearing interest at 8 per cent. 
This was the first foreign loan issued in England. The desir- 
ability of the Loan had been strongly urged by the Duke of 
Marlborough, then at the height of his popularity after the 
victories at Blenheim and Ramillies. That his victories did 
not bring peace until some years later is attributed by his- 
torians to the wrong-headedness of England's politicians. 

The Bank of England and the Government 

Although in 1705 and 1706 the annual dividend of the 
Bank of England was 7 per cent only, or i per cent less 
than received by the Bank on the capital it had lent to 
the State, the practice of banking was in several quarters 
regarded covetously ; so much so, that the Sword Blade 
Company and the Mine Adventurers Company decided 
to add banking to their other activities and began to re- 
ceive deposits, make advances, and issue notes. The tak- 
ing of deposits by companies was no new thing, but plainly 
the issue of bank notes by any joint stock company 
which chose to do so could not be permitted by the Gov- 
enunent. Accordingly, the Bank of England Charter was 
strengthened in 1708 and other corporate bodies were 
forbidden to issue notes, but the right was not withheld 
from partnerships comprising six persons or less. It will 
be gathered that the new Charter was inexpertly drawn ; 
beyond allowing note issues by partnerships, nothing in 
the Charter prohibited joint stock companies carrying on 
banking as long as they did not issue notes. Rather more 
than a century was to elapse before joint stock companies 
availed themselves vigorously of the loophole, the delay 
being attributable to the fact that for long banking with- 
out issuing notes was deemed to be an unattractive pursuit. 
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The new Charter may have been imperfect, but it 
heightened the status of the Bank of England, and it is 
not surprising to find the Bank in the following year 
offering to lend the Government £400,000 free of interest. 
The Government felt that it was entitled to a larger sum 
but reluctantly accepted the £400,000. This meant that 
the Government had now borrowed £1,600,000 of Bank 
of England capital; the total interest was still to be 
£96,000 a year, or 6 per cent, against 8 per cent on the 
former amount of £1,200,000. The Bank of England was 
by no means as generous as it might seem. In the first place, 
the Bank obtained a handsome discount on the £400,000, by 
paying the nominal amount to a hungry Government some- 
what before the date agreed; secondly, the Bank was 
given the business of circulating £2,500,000 of Exchequer 
Bills, on which it secured a profit. Growing responsibilities 
of the Bank demanded an increase of capital, and this was 
doubled, making the amount in issue £4,402,000. It should 
be remarked that the stock newly created was issued at 
a premium, £330,000 being realized by this action. 

Sight of a monarch pouring away the nation's money in 
riotous living no longer confronts us; but we have the 
equally disturbing spectacle of a State borrowing lavishly 
and knowing little of how the money thus borrowed was 
spent. By 1710 interest on Exchequer Bills was in arrear, 
a fact which might have been alarming to statesmen if 
there had been no Bank of England. That convenient 
institution being obligingly to hand, the arrears of interest 
on Exchequer Bills, together with certain other Govern- 
ment debts then due, were by the Bank's aid converted 
into Permanent Debt; in other words, added to the 
amount which the Government already owed to the Bank 
of England. The sum so dealt with was £1,775,000, mak- 
ing the total Government Debt to the Bank £3,375,000. 
Once more the capital of the Bank was raised ; this time 
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to £5,569,000. It would appear to be reassuring that no 
further increase in the Bank's capital took place for ten 
years. Unfortunately, the absence of increase is merely 
due to the Government easing in another direction its 
chronic impecuniosity. 

The South Sea Company 

In 1711 Government debts amounting to rather more 
than £9 millions were taken over by the newly-formed 
South Sea Company; that is to say, holders of these 
Government debts surrendered their securities and re- 
ceived South Sea Company stock in exchange. The idea 
of dealing with the debts in this fashion is said to have 
originated with Lord Oxford, a member of the then 
Government. The South Sea Company was to receive 
6 per cent interest on the debts so transformed, and it was 
also granted a Charter giving it exclusive trading rights in 
the Pacific Ocean and elsewhere. All of the debts so taken 
over stood at heavy discounts in Change Alley ; but they 
were valued at par for the purpose of the South Sea trans- 
action. The working capital of the Company was to be 
provided by borrowing on the debts acquired. This gave 
to the Company power to borrow far more than could be 
remuneratively employed in ordinary trading; it was 
only a matter of time before the directors succumbed to 
the temptation to use unwisely the surplus credit to their 
hands. But we must not anticipate the fateful year 1720. 

The Art of Reconstructing: The Bull-calf: 

The Famous Hoax: The Sun Fire Office 

The art of reconstructing companies was by now well 
advanced, and 1711 witnessed this process with the Sword 
Blade Company and the Royal African Company. Many 
satirical pamphlets issued at this time depict unflatteringly 
the physiognomies and characters of stockbrokers; but 
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little light is thrown on the development of their business 
methods. Certainly, speculation was rampant and buying 
in the hope that stock would rise before payment was 
due a rapidly growing practice. Here we have the ‘‘bull,” 
not yet perhaps much beyond the calf stage, but already 
adept at the spreading of rumours to further his own ends. 
The gentleman who sought to depress prices of stocks and 
who was afterwards honoured with the name of “bear” 
was not far behind. Indeed, the famous hoax wherein a 
messenger rode abroad proclaiming the death of Queen 
Anne while that lady was yet living Is said to have been 
arranged by two of the leading lights of Change Alley, 
who, it was afterwards suspiciously recollected, were not 
averse from purchasing at bargain prices what their 
brethren offered in panic. The year 1711 was one of ex- 
panding foreign trade, a fact which helped to direct atten- 
tion to the stocks of trading companies, more particularly 
to those of the United East India Company, which had now 
enjoyed for two years the benefits of a blending of former 
rivalries and which also had experienced in its new form 
the privilege of coming to the financial aid of the Govern- 
ment. A large number of insurance companies were formed 
in the reign of Queen Anne ; most of them were freakish 
and ephemeral, concerning themselves with the risks of 
marriage and the like. But one, the Sun Fire, was destined 
to become famous and soon reached the dividend stage. 
The Sun Fire had the advantage of being administered 
by a committee of seven ; the majority of companies at 
this time had a cumbrous administrative, twenty-four 
directors being the rule, with a Governor, Deputy-Gover- 
nor, and even a Sub-Governor. 

Preference Capital : A Stockbroker’s List 

No marked evolution in the forms of capital occurred 
within this period. We may note, however, that towards 
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the end of Anne's reign there was formed a company for 
the making and vending of oil extracted from beech nuts. 
The company seems to have been formed principally for 
lining the pockets of its ingenious promoter, but the 
holders of a certain class of stock were entitled to a fixed 
dividend to be paid before any distribution was made on 
the Ordinary Stock. We are thus provided with our first 
instance of Preference Capital in English investment 
history. A writer of some years before, when satirizing the 
times, uses the word debentures, but we cannot be certain 
he is not using the word merely as an alternative to 
stock, since no evidence has survived of a company at that 
time having issued debentures as we now understand 
them. Some hints are observable from 1712 onwards of a 
tendency to distinguish between stock and shares, in the 
sense of the former word being reserved more particularly 
for the securities of the Chartered Companies or Govern- 
ment Loans, the word Funds also being used for the latter. 
We shall, however, continue in this narrative to use the 
word stock to designate all classes of capital until we 
arrive at the time when the difference between stocks and 
shares is more precisely determined. 

The word share is not used in the first list of prices to 
be published by an actual stockbroker, namely, in that of 
John Freke, which appeared regularly during a number 
of years from about 1715. His list also contained, by the 
way, a few quotations of foreign exchange rates and notices 
relating to the Bank of England. 

The Sinking Fund 

Anne's reign terminated amid misgivings as to the good 
order of the nation's finances, which is understandable in 
view of the official admission that large sums had been 
used by the Exchequer no one quite knew how. Critics 
of the Government alleged that £36 millions had thus 
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disappeared. It may be only a coincidence that the 
National Debt during the last dozen years had increased 
by approximately this figure and now, stood at over 
millions. In spite of criticisms and admissions, the Govern- 
ment of this time was able to borrow at 5 per cent and two 
years later floated a Loan at 4 per cent, although the 
success of the latter was held in suspense by the City, which 
subscribed reluctantly, declaring that the rate of interest 
offered was absurdly low. But the feat was accomplished ; 
the success may have been partly attributable to the 
fact that the Government conceded the claims of trac- 
tarians that interest paid on the National Debt should be 
wholly, free from any Government impost. Taxes speci- 
fically allocated to meet interest on these two loans yielded 
a surplus over the amount required; these excesses 
accrued to the credit of the Government. The surpluses 
were to serve two years later as the basis of a scheme for 
the progressive redemption of the National Debt ; for in 
1717, the year in which the Bank of England began the 
payment of dividends on behalf of the Government, Sir 
Robert Walpole established with an initial amount of 
£323,000 what afterwards became known as the Sinking 
Fund. Somewhat earlier many of the taxes on which 
loans were charged had been consolidated and the taxes, 
hitherto deemed to be tentative and subject to revision, 
were thereafter termed perpetual. It would follow, sub- 
ject to considerations mentioned later, that if the yield 
from the perpetual taxes were maintained or increased 
and the Government Debt remained stationary, whenever 
the Government was able to reduce the average interest 
on that Debt, so there would be a surplus of taxes to be 
devoted to redemption purposes. We have to assume, 
in order to make the foregoing tenable, that successive 
Governments would not use the proceeds of perpetual 
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divert from the Sinking Fund any surplus those taxes 
afforded. A still greater assumption needed is that Gov- 
ernments would refrain from borrowing on the Sinking 
Fund itself and so increase the Debt at as rapid a rate on 
the one hand as they reduced it on the other. Assumptions 
such as these ask too much of human nature for them 
to hold good over a lengthy period, but during the first 
twenty-two years of Sinking Fund operation the National 
Debt was reduced by £S millions. 

A feature of financial activity in the two years after 
the inauguration of the Sinking Fund was the formation 
of insurance companies of a much more responsible type 
than any of those launched previously, with the exception 
of the Sun Fire Office, special attention being given to 
marine insurance. New companies included the Royal 
Exchange Assurance and the London Assurance. 

The Ideas of William Law 

In 1719 occurred a slackening of trade and the beginning 
of immense speculation in Paris. France then enjoyed the 
society of William Law, a Scotsman who had vainly 
endeavoured to persuade his fellow-countrymen to issue 
bank notes to the estimated value of the land of Scotland. 
The unsoundness of Law's proposal is not difficult to detect. 
Who can say what the total value of a nation's land will 
be in a few years' time? Or who is to say the degree of 
reality in the value placed upon a nation's land at any time, 
let alone in that placed by assessors preparing the way for 
inflation ? However, Law found sympathetic ears in France, 
where he was rewarded with high office, and under the 
auspices of himself and his patrons that country was flooded 
with paper money. Law's currency ideas were mingled 
with others equally ambitious, including schemes for 
conversion of the National Debt of France and the virtual 
consolidation of the whole French nation into a banking 
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and industrial trust with French foreign trade a monopoly 
of the French Indian Company, prices of the shares of 
which were prodigiously manipulated on the prospect. 

The Great Gamble 

Although Law*s currency notions were discredited on 
his native heath, London could not escape the fever of 
the fictitious rise in prices of commodities and securities 
which he had engendered, and neither could influential 
Englishmen escape altogether contagion of his expansive 
idea. Therefore, not to be behind in doing things on a 
grand scale, the directors of the South Sea Company 
offered to take over ^^40 millions of the English National 
Debt in return for an interest of 5 per cent until 1727 and 
of 4 per cent after that date, the Company to pay £ 3 ^ 
millions in return for the privilege. The Bank of England, 
alarmed at the power that would thus pass to the South 
Sea Company, outbid the Company, which outbid the Bank 
in turn. Finally, fortunately for the Bank, the South Sea 
Company won the day, having agreed to pay the Exchequer 
double what it offered in the first place. Forty millions of 
Government stock passed into the possession of the South 
Sea Company, the original holders of the £40 millions 
receiving South Sea Stock in exchange. The Company, 
when it took over £9 millions of Government Debt in 1711, 
acquired borrowing powers far in excess of what could be 
used for genuine trading purposes, but apparently the 
directors refrained from exercising other than a moderate 
portion of their credit facilities. At any rate, we have no 
evidence that the credit facilities were abused. Such was 
not the case in 1720 ; for then the directors of the South 
Sea Company with enormously increased borrowing pow- 
ers used them for gambling in the Company's own stock 
and committed other financial misdemeanours, including 
making loans to certain shareholders on the basis of 
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unwarrantable valuations of South Sea Stock. As we have 
seen, the time was ripe for gambling mania. All kinds 
of optimistic rumours spread like wildfire, some of which 
most probably emanated from the directors and from the 
members of the Government, who were subsequently dis- 
covered to have profited from the rigging of the market 
for the stock. The price of South Sea stock rose in six 
months from £126 to £1,000, and prices of stocks of all 
other companies rose preposterously. New joint stock 
companies were floated at an amazing rate ; in one week 
invitations were issued to subscribe to companies with a 
nominal capital of £200 millions. An indication of the 
frenzy of dealings is to be found in the fact that 36,000 
transactions in South Sea Stock were recorded in one 
week. The Government was now alarmed and issued a 
proclamation designed to check the formation of new 
companies; the proclamation had little effect. Next, the 
directors of the South Sea Company themselves became 
seriously perturbed and secured the issue of writs against 
over eighty companies on the ground of so-called illegal 
incorporation. In September, 1720, prices began to fall as 
rapidly as they had risen; where rumours were lately 
invariably optimistic they were now uniformly of an oppo- 
site kind, and the hitherto disparaged sceptics of the boom 
began to be treated with respect. Soon ruin was wide- 
spread, companies vanished over-night, the Bank of 
England was severely shaken but ingeniously withstood 
the strain ; Cabinet Ministers were indicted, disgraced, and 
their estates impounded. 

The Bubble Act 

The outcome of the South Sea extravaganza, in so far as 
it bears upon our theme, was that joint stock companies 
were placed under a heavy cloud, while the profession of 
stockbroking, none too kindly regarded before the boom, 
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became in public opinion synonymous with knavery and 
the subject of much antagonistic legislation. The Bubble 
Act, as it was termed, made the formation of joint stock 
companies a difficult and costly matter, and after its 
passing a joint stock company could not be formed with- 
out the obtaining of a Charter from the Government. 
That this legislation was beside the mark is evident when 
we grant that stockbrokers played little part in beginning 
the scandal, although they may have gladly shared in the 
spoil. The rate of increase of non-chartered companies 
was a menace, but the mere subsidence of the boom would 
probably have proved sufficient check, and, after all, a 
Chartered Company was at the bottom of the mischief. 
However, as a consequence of the legislation, over the 
next three-quarters of a century we have before us the 
unstimulating spectacle of an embryonic Stock Exchange 
in a legal strait jacket, while, as far as companies are 
concerned, our inquiry over this period can but deal with 
those unchartered companies which survived the catas- 
trophe, the Chartered Companies then in existence, and 
Chartered Companies formed subsequently. 

1722 AND A Bank of England Reserve 

The Government forgave the South Sea Company the 
£7 millions it had promised for the Treasury coffers and a 
readjustment of the Company's capital was skilfully made ; 
the holder of long-term Government Debt who had re- 
ceived South Sea stock suffered least ; the holder of short- 
term Government Debt, similarly blest, suffered most. 
As a result of this readjustment and the subscription of 
new money, the capital of the South Sea Company at the 
end of 1722 was £32 millions. In this year, the directors 
of the Bank of England, morahzing over recent happenings, 
began a Reserve Fund which till then had been regarded 
as unnecessary, if it had been thought about at all. 
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The first twelve years of George IFs reign, that is, from 
1727 to 1739, were years of peace, and therefore the neces- 
sity of the State to borrow was small. This might not have 
deterred the Government from adding to national obliga- 
tions, save that Sir Robert Walpole was in power during 
the whole of the period and prudent finance a strong prin- 
ciple with him. Companies which had survived the crisis 
of 1720 proceeded on even keel ; the East India, Hudson's 
Bay, and similar concerns benefited from the steady 
expansion of England's foreign trade, the Sun Fire, Royal 
Exchange, and London Assurance expanded as the advan- 
tages of sensible provision against contingencies gained 
wider recognition, and the growing utility of water supply 
undertakings strengthened the prosperity of this class of 
joint stock venture. Home industry developed, but not 
markedly, the finance being provided by an individual 
or by means of partnerships. In George II's thirty-three 
years as monarch, only one important joint stock company 
was formed, namely, the British Linen Company, which 
came ihto existence in 1746. Originally formed to foster 
the linen industry, this Scottish association subsequently 
turned to banking under the title of the British Linen 
Bank. 
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A Run on the Bank 

Sir Robert Walpole's peace policy at length succumbed 
before popular clamour demanding war with Spain. The 
Spanish War brought hostilities with France also, but 
these might have come otherwise, in view of the clashing 
of French and British colonists and of French and British 
trading companies in the New World and in India. The 
Spanish and French Wars undid the benefits of Sir Robert’s 
frugality, and whereas at the end of 1739 the total National 
Debt amounted to £4y millions, seven years later it had 
risen to £72 millions. Meanwhile, in 1742, the Bank of 
England Charter was renewed and the Government used 
the opportunity thus afforded to obtain a Loan of 
£1,600,000 from the Bank, the Loan not to bear interest. 
The granting of this Loan necessitated raising the Bank’s 
capital to £9,800,000. Three years afterwards the Bank 
experienced a *'run” ; the occasion being Prince Charlie’s 
Jacobite rally, soon to be ruthlessly suppressed by the 
Duke of Cumberland. The Bank withstood the “run” 
cleverly, if not with ease ; the incident is most noteworthy, 
from the fact that London merchants met together and 
pledged themselves to accept the Bank’s notes and to 
refrain from demanding gold. It is evident that the Bank 
was now regarded by the City as a national institution 
to be safeguarded by common resolution in times of 
emergency. 

We may note in passing that in 1749 the contention was 
advanced that it was impossible to tax the interest of 
money, since the rate of interest would merely rise in 
proportion to the tax. A more defensible economic doc- 
trine put forward somewhat later was that merchants 
“ought to be allowed to accumulate riches as fast as they 
can, because they employ them for the advancement of 
industry; and every deduction from their profits is a 
diminution upon that so useful fund.” 
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Pelham's Conversion Scheme 

The rapid augmenting of the National Debt meant an 
appreciable addition to the yearly amount which the 
nation had to find for interest, and in 1750 Henry Pelham, 
the then Chancellor of the Exchequer, essayed the task of 
easing the burden. He did so by offering holders of a num- 
ber of Government Loans which he had power to redeem, 
either repayment in cash or new stock. The average rate 
of interest on the old stocks was 4 per cent ; interest on 
the new was to be per cent until 1757, and from that 
date onwards only 3 per cent was to be paid. This first 
Government Loan Conversion Scheme proved highly 
successful, people readily changing their old Stocks for 
new. The new 3 per cent Consolidated Stock created 
was retained in British Government finance until the 
rearrangement carried out by Mr. Goschen in 1888. A 
year before the interest on Conversion Loan fell to 3 per 
cent, England was again at war and we read of the Govern- 
ment issuing a New Loan at 3^ per cent, and in 1760 
another at 4 per cent. Naturally the issue of these Loans 
at higher rates of interest caused a decline in the price 
of the 3 per cent Loan. 

Government Borrowing Apace 

Government borrowing now proceeded apace and when 
the war ended £75 millions had been added to the National 
Debt, the total Funded and Unfunded Debt of Great 
Britain amounting at the beginning of 1764 to over £139 
millions. The composition of this Debt calls for no special 
comment, but it should perhaps be said that raising money 
by State Lotteries, practised hesitantly since the days of 
William of Orange, became accepted in George IPs days 
as a quite legitimate method of obtaining money for 
national purposes, nearly £3 millions being so derived 
from 1758 to 1765, Payment by the State of lottery prizes 
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does not result in an addition to the National Debt, except- 
ing when the prizes or "premiums” exceed receipts from 
the sale of tickets, which in England has been but rarely, 
if at all. Therefore, although some eighteenth century 
statisticians include in the National Debt an unspecified 
allowance for a Lottery Fund we can regard the amount 
as negligible. Nevertheless, as lotteries were for long a 
part of government finance we cannot exclude all refer- 
ence to them, more especially as State Lottery Tickets 
were bought and sold by stockbrokers, prices of some of 
the tickets reaching twenty to thirty times the original 
face subscription value. Whether or no gambling in State 
Lottery Tickets is to be considered an advance on specu- 
lating in joint stock companies is a fine point ; but there 
was no relaxation of restrictions on the latter activity. 

Mr. Mortimer's Book 

It would be remiss not to record that about this time, 
in 1761 to be precise, the first guide to the purchase of 
stocks appeared under the title of Every Man His Own 
Broker. The Mr. Mortimer who wrote the book is as much 
concerned with putting the public on its guard against 
brokers as he is with anything else. He warns his readers 
that it is the broker's business to throw out all possible 
baits to engage people to be continually changing from 
one fund to another, "every movement of this kind pro- 
ducing fresh commission money.” It is evident from his 
description that all the Government regulations for the 
control of the buying and selling of stocks had singularly 
little effect; for he tells us that "Every person who 
enters Jonathan's to do any business there, pays 6d. at the 
bar, for which he is entitled to firing, ink, pen and paper, 
and a small cup of chocolate ; and if he understands the 
business, is as good a Broker for that day (at least for his 
own affairs) as the best.” This reveals that some investors 
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and speculators were in the habit of making their sales 
and purchases without the aid of an intermediary, which 
is understandable, as the vast majority of transactions 
were in the Government Funds, Bank of England, East 
India, and South Sea Stocks, where the documentary 
procedure of transfer was well-established and straight- 
forward. Mr. Mortimer has not much to say upon invest- 
ing as a fine art ; but he does make the observation that 
the value of Government Stock is dependent not alone 
upon the credit of the Government but also upon the 
current rate at which money can be borrowed, empha- 
sizing the point to excess. 

The Move from Jonathan's 

Whatever may have been the character of brokers 
generally at the time Mr. Mortimer wrote, the enormous 
increase of Government Loans was giving them increasing 
importance in the affairs of the nation, and in 1764 we 
find the brokers who dealt in the Funds deserting Jona- 
than's that they might gather in the Rotunda of the Bank 
of England, a position of convenience as well as of respect- 
ability, since the transfer of Government Stocks and the 
payment of Government dividends were made through 
the Bank. In that year the Bank of England Charter was 
again renewed, and again the renewal was granted for a 
consideration. On this occasion the Bank gave £110,000 
to the Government and lent it £1,000,000 for two years 
at an interest of 3 per cent. It should be mentioned that 
the Bank had since 1759 issued notes for £15 and £10, so 
entering into the financial life of a wider circle; note 
issues before that date were of higher denomination. 
Nine years later the brokers remaining at Jonathan's 
passed a resolution that the title should be discarded in 
favour of the Stock Exchange, which was to be written 
over the door. A committee of management was formed 
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and a few rules and regulations framed for the conduct 
of business. 

In 1802 a new Stock Exchange was opened in Capel 
Court, having been built by the aid of £20,000 in £50 
shares subscribed for the purpose. 

Adam Smith on Joint Stock Companies 

It must be mentioned that in 1776 was published Adam 
Smithes masterpiece. The Wealth of Nations. Adam Smith 
expressed the opinion that the only trades which it seemed 
possible for a joint stock company to carry on success- 
fully without an exclusive privilege, that is to say a 
monopoly, were banking, insurance, canals and water 
supply companies. ** First, it ought to appear with the 
clearest evidence, that the undertaking is of greater and 
more general utility than the greater part of the common 
trades ; and, secondly, that it requires a greater capital than 
can easily be collected with a private co-partnery. The 
joint stock companies which are established for the public- 
spirited purpose of promoting some particular manufac- 
ture, over and above managing their own affairs, to the 
diminution of the general stock of the society, can in other 
respects scarce ever fail to do more harm than good." 
Adam Smith appears to have been influenced by the num- 
ber of joint stock companies which had failed during the 
past 150 years, quoting a French authority who men- 
tioned fifty-five joint stock companies engaged in foreign 
trade which, although they had exclusive privileges, 
nevertheless failed. The number of failures does not 
appear formidable to us at this date, particularly having 
regard to the length of the period which they covered. 
The truth is that Adam Smith had insufficient data from 
which to discern the limitations and the possibilities of 
the application of the joint stock principles. On the other 
hand, he rightly said that if the interest of money was 
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taxed, the capital might be transferred abroad, remarking 
that the proprietor of stock is properly a citizen of the 
world and is not necessarily attached to any particular 
country. This last may not be flattering to patriotism, 
but history provides plenty of examples of capital being 
transferred abroad because of high taxation or from other 
self-protective reasons. 

The East India Company's Lessened Powers 

The last twenty years of the eighteenth century yield 
us little in company history. We have in 1781 the familiar 
spectacle of the Bank of England renewing its Charter. 
It again lent the Government £2,000,000 at 3 per cent, 
but this time made no gift, the contention being put 
forward that as Government 3 per cent Stock could be 
bought in the market at £58, or £42 below its par value, 
the Bank was behaving handsomely in lending to the 
Government at 3 per cent. The argument is reasonable, 
but we may recognize also in the terms of renewal a decline 
in the power of the Government to exploit the Bank's 
resources. The granting of the Loan caused the capital 
of the Bank to be increased to £11,642,000. Two years 
later the Bank of Ireland was formed with an initial 
capital of £600,000 in 4 per cent Stock, at much the same 
time as the affairs of the East India Company came to a 
crisis, control of civil or military government and also of 
revenue of the territories in which the Company operated 
being taken from it and given to the British Cabinet. The 
Company, however, still retained a monopoly of the 
British trade with India and China, but in 1793 the Com- 
pany's monopoly, as far as India was concerned, was 
limited to certain imports and exports, independent 
traders being compelled to employ the Company's ships. 
Incidentally, it was in this year that the first issue of £3 
Bank of England Notes was made. The limitation of the 



GEORGE II TO END OF NAPOLEONIC WAR 67 

powers of the East India Company had among other 
effects that of lessening the prestige of Chartered Com- 
panies and so helped to make the way clear for the emerg- 
ence of the ordinary joint stock compaay, which had been 
held back for over seventy years by Government hindrance. 

Foreign Investments in British Funds 

It is surprising to learn, since England's relations with 
other Powers were frequently strained, that foreign 
investments in British Funds, somewhat before 1780, 
amounted to one-seventh of the total. We must remember, 
however, that the Dutch were the great financiers of those 
days and that for seventy years their contact with England 
had been close, although it was soon to be broken by 
disastrous conflict. These foreign investments in English 
securities were the expression of an international tendency 
in finance which over the next half century was to deepen 
and widen beyond all recognition. Additionally, although 
the amount of Debt represented by one-seventh is sub- 
stantial, it was probably in relatively few hands, since the 
total number of holders of British Funds at this time was 
round about 17,000. 

The Age of Invention 

Another movement was also gathering force and one 
which was to have a profound influence on the distribution 
of capital and the forms of capital employment. The Age 
of Invention had arrived. *‘The great changes in man's 
command over Nature and consequent manner of life," 
says Mr. G. M. Trevelyan, "which began in England in the 
reign of George III, and have since spread with varying 
degrees of intensity over almost the whole inhabitable 
globe, make bewildering work for the historian. Up to 
the Industrial Revolution, economic and social change, 
though continuous, has the pace of a slowly moving stream, 

fr-(Cl2) 
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but in the days of Watt and Stephenson it has acquired 
the momentum of water over a mill-dam, distracting to 
the eye of the spectator. Nor, for all its hurry, does it 
ever reach any pool at the bottom and resume its former 
leisurely advance. It is a cataract still/' The early 
inventions of George II’s reign affected mainly the iron 
and textile industries and were financed by wealthy manu- 
facturers, while widening of roads between 1760 and 1773 
and in certain instances of canals was undertaken by the 
Government . But it was plain that the demand for finance 
caused by the Industrial Revolution was being very 
inadequately met by private and State capital. Whatever 
changes might have been imminent were retarded by the 
War of American Independence in 1775, which before it 
ended brought France, Spain, and Holland also into conflict 
with Britain and added 5^97 millions to the National Debt. 

1786 AND A New Sinking Fund 

The rapid growth of the National Debt aroused alarm 
and many schemes were put forward which, it was claimed, 
would bring about automatic reduction, the eventual 
selection from these schemes being the creation in 1786 
of a New Sinking Fund. According to this scheme, intro- 
duced by Pitt, the Sinking Fund was to be built up partly 
out of revenue surpluses and partly by the aid of a pro- 
portion of the capital raised by new loans. The Fund 
thus created was to be used to buy up portions of the 
National Debt. The mighty benefits which were expected 
from the Sinking Fund failed to accrue, partly because of 
a generally fallacious notion of the power to redeem debt 
by this means and more because the Government was all 
the time borrowing fresh money on a scale which placed the 
N ational Debt beyond all hope of redemption. After many 
modifications the Pitt Sinking Fund was abandoned in 1829, 
and in its place was adopted the mild recommendation 
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of a Select Committee to apply ‘'a surplus revenue 
perseveringly'* to the reduction of the National Debt, so 
leaving much to the imagination of what constituted a 
surplus revenue, a liberty of which subsequent avid 
Chancellors were not slow to avail themselves. What the 
Pitt Sinking Fund accomplished has been succinctly stated 
in a Government paper. ‘'The actual result of all these 
Sinking Fund operations,*' says this document, was that 
the total amount of ^330,050,000 was raised at £5 os. 6d. 
per cent per annum to pay off debt carrying interest at 
4^ per cent per annum. The difference between these two 
rates .... may be set down as the increased annual charge 
of our Funded Debt, and a real loss to the public from this 
deceptive Sinking Fund System, without taking into 
account the expenses of management of the Sinking Fund, 
and the increased amount of capital of debt consequent 
upon the practice of borrowing on less advantageous 
terms far larger sums than were required to meet the 
actual public expenditure.” The Report on the National 
Debt issued in i8gi gives the total payments under the 
Pitt Sinking Fund as £325,959,000, or somewhat under 
the figure mentioned in the earlier document from which 
we have quoted. 

Twenty Years of War : The Bank Suspends 
Cash Payments 

In 1793 began yet another chapter of the sickening 
story of eighteenth-century wars; on this occasion the 
conflict was to last a score of years. As an outcome of 
these wars of the French Revolution and Napoleon, 
Britain's National Debt, which stood at £247 millions at 
the beginning of 1793, amounted in 1815 to £861 millions, 
or about £43 per head of population. The revenue required 
to meet interest on the Debt was £29 millions and Govern- 
ment administrative expenses £49^ millions, making a 
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total of £78^ millions to be supplied each year by the 
British people. In spite of the war and in spite of the 
activities of machine wreckers, the building of factories, 
buying of newly-invented equipment, and the making of 
canals continued steadily. The withdrawing of money for 
these purposes is said to have played a part in causing 
monetary stringency, but the suspension of cash payments 
by the Bank of England in 1797 was directly attributable 
to the war, and full resumption of cash payments did not 
take place until four years after the end of the second war, 
that is, in 1819. 

The Income Tax Arrives 
We must not leave this period without recording the 
fact that in 1799 the Income Tax was first imposed, the 
rate being 2s. in the £. Pitt estimated that the tax would 
produce £7^ millions for the year ; actually £6 millions was 
obtained, which cannot be considered a disappointing 
result, inasmuch as the field had not been previously 
explored. The Income Tax was destined to become as 
much a part of the Englishman's life as bacon for his 
breakfast, and eventually every dividend he received was 
to be accompanied by the pleasing intimation that directly 
or indirectly the Government had had first picking under 
Income Tax Law. Englishmen at the beginning of the 
nineteenth century were fully alive to the dire potential- 
ities of the Income Tax, and twice they succeeded in getting 
the tax repealed, the occasions being 1802 and 1816. But 
subsequently the Income Tax received from the fiscal gods 
the gift of what looked suspiciously like immortality, being 
reimposed in 1842 and levied annually from that date. 

Growth of Foreign Investments : The 
Activities of Baring Brothers 
The fact that England was on a paper standard would 
not in the ordinary course have stimulated the flow of 
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investment, but the possible influence of that condition 
was modified by the circumstances of the finances of other 
nations being precarious. Consequently, there were al- 
ready signs of that growth of foreign investment which was 
to be so marked a feature from 1822 onwards. Indeed, the 
very result of the Napoleonic War provided a great impe- 
tus to the international distribution of debt. France 
agreed to pay an indemnity of 700 million francs, and she 
was helped to do so by the flotation of Loans, several of 
which were undertaken by the London firm of Baring 
Brothers, whose management was in the hands of Sir 
Alexander Baring, a Director of the Bank of England and 
also a Member of Parliament. The greater part of these 
Loans were taken by British subscribers, but subscriptions 
were also forthcoming from capitalists in Austria, Ger- 
many, Russia, and in France herself. The familiarity with 
foreign investments induced by these Reparations Loans 
led to British purchases of Loans subsequently floated in 
France by the French Government. Then, too, in 1818 
Rothschilds issued in London a Loan for £5 millions on 
behalf of Prussia. It was the same firm which six years 
later heralded the revival of joint stock companies by 
floating the Alliance Insurance Company. 
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FROM 1820 TO THE BANK ACT OF 1844 

From 1820 onwards — Stocks and shares — The altered attitude of the 
State — Banking changes — The 1844 Act — South American borrowers 
— Financing liberty — What was lost — Canal dividends — 1834-1836 
— Railway companies — The United States as borrower — Securities 
in 1843 — Broker and jobber — The Bank Rate 

Now that we have arrived at the lively days of stolid 
George IV, a strictly chronological record with no leapings 
forward or backward will hardly serve to illumine our 
way. We have come to a period of history where industry, 
banking, and finance generally develop at brisk although 
uneven pace, where the influences bearing upon invest- 
ment are diverse and fluid and yet have within them 
elements of permanence. Therefore, we must take broader 
views than hitherto demanded of us, and, so far as is prac- 
ticable, look upon incidents more as evidence of a phase, 
actual or foreshadowed, than of slight changes from one 
year to another. 

The span of approximately a quarter of a century from 
1820 onwards is the span of our present chapter. It is a 
period when English textile, coal and iron industries grew 
rapidly, when the rising industrialists, absorbed in the use 
of new powers, were far from solicitous of the welfare of 
those who tended their machines. Agitation on the part of 
the working classes was widespread. Nevertheless, pro- 
gress was distinctly in the air; railways were built and 
the first Transatlantic steamship voyages made. Penny 
Postage was introduced throughout Britain. Tariffs had 
been reduced or eliminated ; complete Free Trade had yet 
to come, largely because the needs of British agriculture 
were thought to demand a tax on imported corn. An 
alternative to tariffs as a means of raising revenue was 
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a restoration of the Income Tax. Sir Robert Peel when 
allowing in his 1842 Budget for an Income Tax of seven- 
pence in the £ was animated by a belief that the reduction 
of duties on raw materials and semi-manufactured articles, 
which the re-imposition of Income Tax helped to make 
possible, would prove beneficial to British industry. The 
population in these twenty-five years grew from 12 millions 
to just under 16 millions; the real value of the annual 
exports of British produce and manufactures increased 
from £^ 6 ^ millions to £51^ millions ; the annual charge on 
the National Debt declined by rather less than £2 millions 
a year. 


Stocks and Shares 

The background depicted, we had better next ask our- 
selves whether or no it is necessary to add to our know- 
ledge of terminologies employed, or, at any rate, to per- 
ceive more subtle distinctions in the meanings of certain 
words. Only one change in this direction need be borne 
in mind at the outset ; which is, that we should recognize 
at this stage of our inquiries a line of division between 
stocks and shares. The word stock had definitely come to 
be associated with issues bearing a fixed rate of interest, 
especially those on behalf of Governments and where the 
denomination was £100 nominal or clearly recognizable 
as related to that base. Use of the word stock was to be 
furthered with the formation of railway companies, the 
designation figuring much in the capital arrangements of 
those concerns. It must be said that stock in the modern 
sense need not necessarily be of fixed interest character, 
and it can be of as low a denomination as £ 1 . But all that 
we are immediately concerned with are the general con- 
ceptions of stock and share in 1820, and thereabouts. 
Something of plainness having been acquired on this point, 
the main thread of our narrative may be resumed. 
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The State Changes Its Attitude to Companies 

An outstanding feature of our journey to the present has 
been the tendency of the State to rely upon companies for 
financial aid from time to time ; but we have also noticed 
a modifying of this tendency, until at length the Bank of 
England alone has been called upon to smooth a little the 
rough path of Chancellors of the Exchequer, The admis- 
sion of the State's financial domain as a separate entity, 
not to be dependent upon private institutions for gifts, 
exactions, or forced loans, is clear cut at our starting post of 
1820. Not only so; we find the State abandoning its 
century-old attitude of impeding the formation of any 
type of company which could be independent of a close 
relationship with the State itself : and, more noteworthy 
still, loosing the ties of those Chartered Companies in whose 
affiliation it had previously taken jealous pride, and 
depriving in 1834 East India Company of its last 
monopoly, namely, of trade with China. The year 1825 
witnessed the removal of many statutory hindrances to 
joint stock association, but members remained personally 
liable for the whole or for any part of the debts of the 
corporation in which they had an interest. This stipula- 
tion was to be enforced for another thirty years. In 1844, 
however, the facilitating of joint stock enterprise was 
carried further by making less onerous the legal require- 
ments of company formation. 

Banking Changes 

Simultaneous with the separation of the State from 
joint stock enterprise was the introduction of banking 
changes, most of which can be regarded as reforms, al- 
though in one direction the new policy had results mani- 
festly undesirable. By this time the goldsmith-bankers 
were no more ; their dual identity had disappeared and 
they had become simply bankers, specializing in lending 
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money on commercial securities. The Bank of England, 
we may recall, was protected from the competition of note 
issuing joint stock banks by a law which declared that no 
banking concern with more than six partners could issue 
bank notes in England, and, as banking was commonly 
but erroneously considered an unattractive pursuit with- 
out this right, no development of joint stock banking 
occurred. Thus, the way was left open to all sorts and 
conditions of people to term themselves banks and issue 
notes, while the right was denied to combinations with 
far greater resources at their disposal. Consequently, 
in the provinces many tradesmen issued notes which were 
accepted as long as the good names of the tradesmen were 
unquestioned and as long also as no national crisis awak- 
ened widespread uneasiness. In 1823 the Bank of England 
increased its note issue ; this was followed by an increase 
in the notes of country bankers. A sharp rise in com- 
modity prices ensued, which may not have been wholly 
regrettable; but upon this rise, conditions of financial 
strain supervened and failures of small country bankers 
were numerous. Exposure of the weakness of the existing 
banking system led to the passing of an Act in 1826, 
whereby joint stock companies were permitted to carry on 
the business of banking with power to issue notes, but it 
was stipulated that joint stock banks were not to operate 
within 65 miles of London, a provision intended to pre- 
serve the monopoly of the Bank of England. Seven years 
passed, and the prohibition of joint stock banking in 
London was removed; the London and Westminster 
Bank came into existence in 1834, to be followed two years 
later by the London Joint Stock Bank. By the end of 
1836 there were ninety-one English joint stock banks, of 
which seventy-nine issued notes, the total note circulation 
of these seventy-nine then amounting to £/^l millions. 
The conceding to joint stock concerns of the right to carry 
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on banking anywhere in England was of great value to 
industry and commerce, but the weakness of allowing 
unlimited note issues by private banks had been left 
untouched, while the granting of similar power to joint 
stock banks accentuated the lack of coherence in the 
nation’s currency policy. The gravity of the omission was 
demonstrated unmistakably over the next few years, 
and in 1844 it was enacted that no private or joint stock 
bank to be formed after that date should have the right of 
note issue, and the powers of note issue retained by the 
172 joint stock banks and 227 private banks then in exist- 
ence were curtailed. 

South American Borrowers 
Improvement and extension of a banking system are 
great aids to the movement of capital. Enthusiasm for 
the cause of liberty is said also to have played a part in 
directing the trend of investment during the opening of 
George I V’s reign. South America had shaken off the yoke 
of Spain, and, naturally, the new-born Republics came to 
Spain’s old enemy in order to finance their aspirations. 
They did not come in vain, although they paid rather 
highly in commissions so that there might be no doubt of 
the cordiality of their reception. However, as, with the 
exception of Brazil, all of the South American States were 
soon to default, that intermediary expenses were high is 
a relatively unimportant matter. The British investor 
had early warnings of the peril he ran in parting with his 
cash to countries of fledgling constitution and primitive 
economic organization ; for in 1820 Colombia, one of the 
earliest of South American borrowers in England, fell 
behind with interest payments very shortly after she had 
contracted a loan. But so credulous were the times that 
two years later Colombia floated another loan in London ; 
we must gratefully acknowledge the atoning factor that 
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Colombian securities with interest arrears were accepted 
as subscriptions to the new and larger loan. Greece was 
another portion of the globe where the struggle for liberty 
required to be financed, and on her behalf 5 per cent Stock 
was issued in London. The issue price of each £100 nom- 
inal of this last stock was 56I, so that Greece was really 
being called upon to pay nearly 9 per cent interest. All 
of the loans issued at this time for the benefit of foreign 
governments were issued at discounts. It can scarcely 
be supposed that this procedure concealed from borrowers 
the rates of interest which were actually being charged ; 
the apparent cheapness of stock sold at discounts attracted 
the inexperienced British public, and this may have been 
the sole design. Naples commanded the highest credit in 
those days ; her 5 per cent stock was issued at 91 while 
Mexico was ranked in advance of Denmark. It may be 
remarked that the connection of Barings with Argentine 
and of Rothschilds with Brazil dates from this period. 
Enthusiasm for the cause of liberty may also have directed 
the flow of British money into South American mining 
ventures, but, on the other hand, so may also the reports 
of fabulous richness of ore deposits. The shares of the 
Anglo-Mexican and the United Mexican swiftly rose to 
over fifteen times the amount paid upon them by original 
shareholders, and those of the Real del Monte to eighteen 
times. It is evident that here were seeds of disaster; 
especially as in 1824 and 1825 prospectuses appeared 
inviting subscriptions to a miscellany of other enterprises, 
many of an extremely speculative kind. 

What Was Lost 

The losses suffered by British investors in the eighteen- 
twenties through the almost complete collapse of South 
America and the failure of Governments and companies 
generally have been placed by some investigators at very 
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high figures, £150 millions and more being mentioned. It 
is probable that the losses were substantially less than 
£150 millions. The Times at the end of 1824 gave Britain's 
total foreign investments as just under £48 millions, not 
all of which were impaired by subsequent events. If we 
accept another current estimate that £174 millions had 
been invested in home and Colonial enterprises, it would 
be sweeping to allege that two-thirds or so of this total of 
£222 millions were irretrievably lost. It was at this time 
that were formed such long-lived concerns as the Austra- 
lian Agricultural Company, the Canada Company, the 
Imperial Continental Gas Association, the Catherine 
Dock Company, the West India Dock Company, the 
General Steam Navigation, and the Thames Tunnel. The 
Stockton and Darlington Railway was opened in 1825 
numerous other railways were at an early stage of plan- 
ning. We have also the fact that many canals which had 
been privately financed from 1790 onwards and had latterly 
passed into the control of joint stock companies were 
earning substantial profits. According to a writer in an 
1825 issue of the Quarterly Review, eighty canals with a 
total capital of £13,205,000 returned an average of 
per cent dividends. The total number of joint stock com- 
panies in existence was 276, of which 48 were railway 
companies. 

1834-1836: Heavy Capital Subscriptions 

Although the disasters to British investors in the years 
between 1820 and 1830 in all probability were not as great 
as is often said, there can be no doubt they were of con- 
siderable magnitude. This being so, it is an indication of 
the rising strength of the impulse to invest that from 1830 
onwards employment of money in stocks and shares 
developed at a remarkable rate. In the three years from 
1834-1836 inclusive the nominal capital of new joint stock 
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companies amounted to over ^105 millions, of which the 
greater amount was for railway companies, this being the 
time of the formation of the London and Brighton, South 
Eastern, South Western, and other important railway 
concerns. The United States took the place of South 
America as a welcome foreign borrower, the various States 
making the principal demands upon the British investor. 
Money was also supplied for American canal and bank 
companies. Unfortunately, the economic organization of 
these States was elementary, and with some of the States 
ideas of financial honesty were crude. Repudiations of 
obligations were soon forthcoming and, as at much the 
same time, serious banking failures occurred in the United 
States, once more a substantial amount of British savings 
disappeared into thin air. 

Securities in 1843 

The amount of British investments in the United States 
round about 1840 has been estimated at figures varying 
from £22 millions to £40 millions. All that we can do is to 
take a figure midway. Few statistical compilations with 
regard to investments can at this stage of our investigation 
be regarded as exact; as an illustration of the broad 
stream of tendencies they serve a useful purpose, even 
although we view them with a certain reserve. This is 
true of the table on page 80 of the nominal value of securi- 
ties quoted upon the Stock Exchange in 1843. 

Some Reflections on the Figures 

There is no apparent cause to question the figures of the 
British and Irish Funded Debt or of the Loans to Foreign 
Governments, including the United States, but the total 
figure for joint stock companies presents difficulties. We 
have learnt it was estimated in 1824, that is, nearly twenty 
years previously, that £174 millions had been invested in 
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Home and Colonial enterprises; a total of £224 millions 
for 1843 allows for an addition of less than £3 millions per 
annum in the interim. Admittedly, it has to be borne in 
mind that a number of companies which were alive at the 
first date had ceased to exist by the second, and so make 
no contribution to the capital account of 1843. On the 
whole, however, the figure of £224 millions looks below 


British and Irish Funded Debt 

Loans to Foreign Governments (including the 

773,000,000 

United States) ...... 

121,500,000 

Total Government Stocks 

;^894,5oo,ooo 

70 Railway Companies ..... 

57,448,000 

Banking and Interest Companies 

46,450,000 

59 Canal Companies ..... 

17,862,000 

8 Dock Companies ..... 

12,177.000 

Turnpike Trusts ...... 

8,775.000 

East India Company ..... 

6,000,000 

South Sea Company ..... 

3,663,000 

24 Foreign Mining Companies 

6,465,000 

8 1 British Mining Companies 

4,500,000 

107 Assurance Companies .... 

26,000,000 

27 Gas, Light and Coke Companies 

4,327,000 

1 1 Water Companies ..... 

2,536,000 

5 Bridge Companies ..... 

2,124,000 

4 Literary Institutions ..... 
196 Shipping, Land, Asphalt, Loan, etc. 

1,003,000 

Companies ...... 

25,000,000 

;{224,330,ooo 


the mark, at least as far as investments in railway com- 
panies are concerned. The table is specially useful as indi- 
cating the variety of investments at this date compared 
with those at the beginning of the century, although 
investments are still only in the childhood of diversity, for 
it will be noticed that the amount invested in joint stock 
home industrial enterprises is small, much the greater 
amount of capital subscribed being for the development 
of railways, canals, docks, roads, banking, and assurance. 
That capital flowed mainly in these directions was sound ; 
for the provision of adequate transport and finance is 
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an essential preliminary to industrial development 
which is to be lasting. The favourite investment at 
this time was railway stock ; two years later the stocks of 
railway companies were caught up in a wild bout of specu- 
lation, wherein little distinction was made between com- 
panies working or which hoped to work, between com- 
panies formed to operate in Great Britain and those which 
were to contend with great engineering difficulties beyond 
the seas. British railway contractors, by reason of the 
fame of Thomas Brassey, had already acquired a universal 
reputation, and orders had been received from France for 
nearly 400 miles of railway construction. The material 
required for railway construction work at home and abroad 
gave an immense impetus to British industry. 

Broker and Jobber 

The larger number of securities dealt in naturally 
caused an increase of Stock Exchange membership. How 
long it had been so does not emerge from the sources of 
information available, but by 1844 f^e broker and jobber 
were no longer one and the same person. Their separate 
functions were clearly recognized. The broker was the 
person who bought or sold securities for the public, doing 
so through the jobber. The jobber bought from or sold 
to the broker; his remuneration was called a “turn," 
being the difference between the price at which he would 
buy and the price at which he would sell a security. In 
other words, the jobber was the middleman between 
broker and broker, making the market. 

The Bank Rate 

We must observe before taking our way over another 
quarter of a century that with the passing of the Bank Act 
of 1844 the minimum rate of interest charged by the Bank 
of England for discounting first-class Bills became the 
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touchstone of monetary rates, and that from this time 
relating the value of fixed interest securities to the preva- 
lent Bank Rate, as it was henceforth to be called, passed 
into a habit of investment practice. Before this time the 
Bank Rate, then usually known as the Discount Rate, 
had performed the same function, but, as Bank Rate, 
after the banking reforms of 1844 it acquired additional 
authority and was more widely taken into reckoning. 
Indeed, the limitations of Discount Rate practice, as pre- 
viously conceived, can be seen from the fact that between 
1704 and 1837 the range of variation was only from 4 
per cent to 5 per cent and from 5 per cent to 4 per cent. 

The average Bank Rate for 1844 was £2 los. per cent 
and for 1845 it was £2 13s. 8d. per cent, the highest price 
of 3 per cent Consols in the two years being just over 100 
and the lowest rather more than 70. It will be seen that the 
broad tendency was for Consols to yield on their market 
price i per cent more than the figure of the Bank Rate. 
In 1820, where we began this chapter, the highest price 
of Consols was 71 J and the lowest 65! . But meantime the 
Funded Debt had been reduced by approximately £100 
millions. Measured by the price of National Stock, Govern- 
ment credit stood higher than it had for more than a cen- 
tury; measured by aU tests it stood higher than ever 
before. 
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Our last chapter carried us through the brief reign of 
George IV and the briefer one of William IV, bringing us 
to the year immediately following the Bank Act, that is, 
to a point eight years after the accession of Queen Vic- 
toria. Whereas for well over a century before the passing 
of the Act, Bank Rate, or rather the then-named Discount 
Rate, had moved within narrow limits, such was not to 
be the case in future ; for in the quarter of a century from 
the end of 1845 the Rate was to be as low as 2 per cent 
and as high as 10 per cent. The wide variation reflects 
the influence of the changed conceptions of the part which 
the Bank of England should play in regulating the finaiv- 
cial mechanism of the City ; it also indicates the response 
of the Bank to the requirements of financial laws but 
recently perceived. It had been commonly held until a 
few years before the passing of the Act that the rate of 
interest to be charged for the discounting of Bills, or for 
any other kind of accommodation, was something inde- 
pendently decreed by the mere exercise of the Bankas 
authority. The Bank was not regarded as the medium 
for the expression of guidance as to the rate of interest 
appropriate to be charged from time to time when all 
circumstances are taken into account. So it came to be a 
general opinion that the rate of interest for any kind of 
loan need in reality never be changed, an opinion which 
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gained in plausibility from the prevalence of an even 
Discount Rate over a very lengthy period. Indeed, at 
this date far removed from medieval times, the idea that 
a rate of interest could be fixed and maintained without 
reference to the supply of money and credit available 
still had a semblance of official approval in the shape of 
certain surviving usury laws which were unobserved. 
These laws stated what should be the rate of interest, 
but, plainly, when the Bank Rate unblushingly stood 
above the maximum rate of interest proclaimed by the 
surviving relics of outworn legislation, it was time for the 
latter to make an undignified exit. This happened in 1852 ; 
thereafter, we hear no more of a rate of interest fixed, as 
it were, for Eternity. 

Mr. Goulburn's Conversion Scheme 

From 1844 the Bank Rate was used for well-defined 
purposes, if not always with complete success, yet with no 
challenging failure. The Rate was raised with the object 
of attracting funds to London from abroad, and also of 
discouraging speculation by making borrowing dearer; 
it was lowered in times of bad trade in order to make 
borrowing cheap and so to reduce the loan costs of enter- 
prise. The desirability of raising or lowering the Rate was 
determined over the next seventy years by the inter- 
related factors of the state of the foreign exchanges and 
the extent of the Bank's stock of gold. It should be inter- 
polated that in 1844 Mr. Goulbum, the then Chancellor of 
the Exchequer, launched a scheme for the conversion of 
part of the National Debt to a lower rate of interest. At 
that time 3 per cent Consols were standing at slightly 
over 98, and it was therefore decided to endeavour to effect 
the conversion of about £250 millions of 3^ per cent stock 
by exchanging the existing stock for stock at par to bear 
a guaranteed rate of interest of 3^ per cent for ten years 
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and thereafter 3 per cent guaranteed for twenty years. 
The guarantee of a rate of interest of not less than 3 per 
cent for thirty years appears to have been greatly appre- 
ciated, and the Conversion was an almost complete success, 
holders of only about £100,000 of stock declining to accept 
the conversion offer. 

Bank Rate and Speculation — an Early Test 

An opportunity to test the Bank Rate as a means of 
checking speculation soon came. In 1847 bankers 
complained that they were subjected to an almost unen- 
durable strain by reason of heavy demands made upon 
them for funds which were not being withdrawn for 
employment in healthy business, but for gambling in 
stocks and shares and in commodities. The situation was 
met by announcing that the Bank of England would, if it 
should seem expedient, increase its Note Issue beyond the 
limits prescribed in the Charter of three years before. Sim- 
ultaneously with this intimation the Bank Rate was raised 
to 8 per cent, thus making onerous the fresh borrowing 
of money, because the Bank of England Rate now gov- 
erned the terms of banking accommodation anywhere in 
the British Isles. Eventually, the joint stock and the pri- 
vate banks standardized their loan terms by charging 
I per cent above the existing Bank Rate, with a minimum 
of 5 per cent, excepting to a few specially favoured bor- 
rowers. It was not found necessary to increase the Note 
Issue, and the sharp rise in Bank Rate induced a sober 
state of the public mind and caused the crisis to subside. 

Bank Rate was maintained at 8 per cent for a month 
only, and by January, 1848, it had been gradually reduced 
to 4 per cent. A high Bank Rate had at this time the 
advantage of novelty; possibly to this fact should be 
attributed some of its speedy efficacy. It was a time, 
however, when the surging industrialism of Great Britain 
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powerfully contributed to recovery from financial crises, 
as can be understood when it is known that the exports 
of home produce and manufactures increased from £66 
millions in 1845 to £244 millions in 1870. But whatever 
the peculiar advantages Bank Rate may have enjoyed 
during the early days of its use as a restrictive or expansive 
arbiter, there is no doubt of its enduring influence in one 
degree or another upon the course of finance and trade. 
Our concern is primarily with the effect of Bank Rate 
upon prices of stocks and shares. This is a matter that, 
in its more fundamental aspects, would be better dealt 
with later, when we shall have become acquainted with 
developments which, if we were to anticipate them, would 
destroy the proportion of our inquiry. But we may now 
say, at the risk of over-simplification, that one effect of 
the raising of Bank Rate is to bring about a fall in the price 
of fixed interest stocks and shares, and one effect of the 
lowering of Bank Rate is to provoke a rise. 

Mr. Gladstone’s Failure 

An increase in Bank Rate implies that borrowers, 
whether states or companies, will have to offer higher 
rates of interest if their wants are to be satisfied ; accord- 
ingly, the prices of already existing securities fall, so that 
the yields returnable upon them approximate to those 
which can be obtained on fresh offerings. The fall is initi- 
ated by selling old stock for the purpose of transference, 
although the amount of new stock which can be bought 
for replacement purposes is equal to only a small portion 
of the stock previously created. A reduction of Bank Rate 
enables borrowers to satisfy their requirements at lower 
rates of interest; therefore, the Stock Exchange prices 
of securities issued in periods of a higher Bank Rate and 
carrying more interest appreciate so that the yield to be 
obtained upon the old securities differs but little, if at all. 
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from the yield offered by new securities of equal standing. 
Stimulat*ed by Mr. Goulburn's success of nine years before, 
Mr. Gladstone in 1853 attempted to convert another 
portion of the National Debt into securities which were to 
bear a lower rate of interest. He proposed to the holders 
of the South Sea Annuities, including the capital stock of 
that company, on which the Government was paying 3 
per cent, and to holders of some 3 per cent stocks dating 
from 1726 and 1751, that they should accept in exchange 
for each £100 certain other stocks. The scheme failed 
entirely, possibly owing to the complicated nature of the 
proposals. It may be noted that holders of South Sea 
Company securities absolutely refused the offer and were 
paid off at par, and from that time the title of a one-time 
famous joint stock concern no longer appeared in the 
yearly record of the National Debt. 

Heavy Demands for Capital 

A very heavy demand upon the capital resources of the 
country was made by the railway companies at about 
this time ; the stock and loans of British railway concerns 
amounted to £88 millions in 1845 and to £240 millions in 
1850, increasing to £530 millions in 1870. Some portion 
of this increase represents money obtained from banks 
and not direct from the public, but the amount obtained 
through new issues of stock represents by far the greater 
portion of the increase. Occasionally, extensive difficulties 
were caused by the necessity of making payments for the 
railway stock subscribed, but the difficulties were not as 
formidable as the figures of the large amount of stock 
issued might by themselves suggest. The explanation is 
that the savings of the British people available for invest- 
ment were mounting rapidly each year as an outcome of 
Britain's pre-eminence as a manufacturing nation. 

Indeed, within the period from 1845 to 1870 a much 
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larger amount of British capital was sent abroad than 
was absorbed by home railway companies. We cannot 
tell exactly what was the total of British capital which 
by the end of 1845 had been publicly subscribed for use 
abroad, but it was probably rather less than £200 millions. 
There is fairly definite evidence that twenty-five years 
later the sum was approximately £1,000 millions. Thus, 
the average amount of British capital subscribed yearly 
for home railways and for overseas investment from 1845 
to 1870 was £48 millions. If we were to include that sub- 
scribed for miscellaneous home companies the annual 
average would be substantially higher ; for between 1856 
and 1870 it is recorded that over seven thousand new com- 
panies were formed with a nominal aggregate capital in the 
region of £1,000 millions, of which less than one-fifth was for 
home railways and only one-sixth for foreign enterprises. 
Not all of the £640 millions remaining can be regarded as 
new capital actually subscribed for home enterprises ; for 
some of the enterprises failed without placing aU of the 
capital which they had taken powers to issue, and some of 
the companies were merely conversions into public con- 
cerns of existing partnerships or private companies, no 
additional capital being provided. But when allowance has 
been made for these factors it remains that British invest- 
ments in the securities of Governments and public com- 
panies must have been at the rate of between £75 and £80 
millions per annum during the fifteen years to 1870. 

Within this period the strands of international finance 
were added to and strengthened by improvements in 
communicative ability. The cable between England and 
France, completed at the end of 1851, made it possible for 
the opening and closing prices on the Paris Bourse to be 
known in London during the business hours of the Stock 
Exchange, and soon all the important stock markets of 
the Old World were to be similarly linked together. 
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** Roaring NN Prosperity: The Overend, 
Gurney Crisis 

The quarter of a century which we are now reviewing has 
been described as a period of roaring ** prosperity; cer- 
tainly, with one exception, and the years of the Crimean 
War from 1854 1856, the few crises were largely mani- 

festations of financial exuberance. The temporary effect 
of the Indian Mutiny was pronounced but not severe, the 
range of the price of Consols in 1857 being from 97I to 87^. 

The one exception referred to in the paragraph preced- 
ing occurred in May, 1866, when by the failure of the bank- 
ing firm of Overend, Gurney & Co., Ltd., the City was 
subjected to the greatest financial strain it had so far 
experienced in time of peace, and to meet which the Bank 
of England advanced £45 millions in three months. In 
April the Joint Stock Discount Company had suspended 
payment, as had also Barneds Bank of Liverpool, the 
latter with liabilities of £3 J millions. But the liabilities of 
Overend, Gurney were for over £10 millions, and numerous 
firms with which Overend, Gurney were connected had to 
close their doors. Continental as well as British firms were 
involved, and it was the first instance in the nineteenth 
century of a business failure in one country having serious 
international reactions. We have seen that long ago 
Europe had been shaken by the fall of a famous Florentine 
banking house. Panic seized the City of London, and in 
the words of a spectator who walked through the City 
at that time “every banking house was surrounded by 
dense and struggling masses.*' 

The collapse of Overend, Gurney was not entirely with- 
out warning ; for the year 1866 had hardly begun before 
heavy withdrawals by depositors took place and the 
shares of the company fell sharply. Curiously, the liquida- 
tion of Overend, Gurney followed in less than a year after 
the turning of the concern from a private into a public 
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company, the public having subscribed £1,250,000 of the 
capital, while £250,000 of shares were allotted to the 
former partners. The shares were £50 each, of which £15 
was paid on application, the remainder being a deferred 
liability. As a result of the failure the shareholders were 
called upon to pay another £25, making £40 in all. The 
liquidation of the affairs of Overend, Gurney took no less 
than twenty-five years to accomplish, during which the 
ordinary creditors were paid their claims in full and the 
shareholders were refunded £7 i8s. 2d. of the £40 per share 
they had subscribed. The liquidators received nearly 
£72,000 for their work, and the legal costs were £52,000. 
So was the ancient saying confuted that out of nothing 
nothing comes, the reproach of the scandal of the law's 
delays justified, and a striking example provided of liqui- 
dation as a whole-time job. Mr. Lancelot Holland, the 
Governor of the Bank of England, expressed the opinion 
some months after the crisis that the downfall of Overend, 
Gurney must be traced to the policy the directors adopted 
of pa)dng interest on deposits at call while they were 
themselves tempted to invest the money so received, in 
speculations in Ireland or in America, or ‘ at the bottom of 
the sea' where it was not available when a moment of 
pressure arrived." 


The Leeman Act 

One of the by-products of the 1866 crisis was a large 
amoimt of speculation for the fall. Speculators had some- 
thing substantial on which to base their hopes, but addi- 
tionally many unfounded rumours questioning the sta- 
bility of banking houses were spread by unscrupulous 
operators. As a result of these practices a short Act was 
introduced in 1867, later generally known as the Leeman 
Act, having for its purpose the amendment of the law in 
respect of the sale and purchase of shares in joint stock 
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banking companies. The Act contained a number of 
provisions to remove the possibility of ‘'bear'N sales of 
banking shares, and stipulated that any sale should be null 
and void unless the numbers of the shares were set out at 
the time of the making of the contract, or if the shares did 
not carry numbers, the name of the person registered 
as a proprietor who was seeking to dispose of his holding. 
The Act remains in force, but as a reserve power, and up 
to 1933 has never been applied in Great Britain, where it is 
to be hoped the sense of civic responsibility has become so 
great as to render the Act a dead letter. It may be noted, 
however, that often in times of actual banking nervousness 
public reference has been made to the provisions of the 
Leeman Act, and that in the great Australian banking 
crisis towards the end of the nineteenth century the 
Victorian Parliament passed similar legislation. 

Expansion of Gold Output 

Early in the period with which we are now dealing there 
was added to the urge and promise of industrial invention 
the stimulus of gold discoveries in California and Australia. 
The world's gold output during 1851 was two-and-a-half 
times the average of the preceding ten years ; in 1852 it was 
four times that average, from which future recessions were 
slight, and at length a further great expansion occurred 
in the 'nineties as a result of the exploitation of the South 
African Rand. It was not the case that in the middle of 
the nineteenth century the relation between the nation’s 
gold stocks and expansion or contraction of the volume of 
credit was as close as it was to be in later years ; never- 
theless, credit facilities did expand under the influence of 
the great addition to the permanent wealth of the world, 
while the amount of gold currency in circulation within 
the United Kingdom increased from £1 13s. per head of 
population in 1844 to £2 12s. per head in 1868. 
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The Principle of Limited Liability: The 
City of Glasgow Bank 

The increased output of gold must therefore be regarded 
as having played an important part in widening the 
stream of investment; but the chief influence was the 
modification of the laws respecting the formation of joint 
stock companies. The most important of these modifica- 
tions was recognition by the Government in 1855 of the 
principle of limited liability. A person subscribing for the 
shares of a limited liability company was liable in the event 
of that company’s failure for any amounts unpaid on the 
shares he owned ; but his personal estate was to be immune. 
Whilst the principle of limited liability had been recognized 
in the case of the chartered companies it had not been 
done so hitherto with regard to ordinary joint stock com- 
panies, whose shareholders were therefore in danger of ruin 
were the companies to fail with heavy liabilities. The 
Act was not passed without opposition ; indeed, the Com- 
mittee appointed by the Government to report on the 
matter had a majority against the innovation, the main 
objection being that it would weaken the sense of personal 
responsibility in the conduct of business. It may be 
remarked that the advocates of change included in their 
arguments the contention that industry was being handi- 
capped by lack of capital through people being unwilling 
to face the possibility of being called upon to make good 
out of their private estates deficiencies of companies in 
which they were shareholders. A majority of the Com- 
mittee declared that capital was in abundant supply. The 
principle made legal, most of the old joint stock companies 
hastened to become of limited liability and practically all 
new companies came into this category. Banking com- 
panies were an exception. It was thought that change to 
limited liability would undermine the prestige of banks, 
and so until 1878 shareholders in most of the banks, other 
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than the chartered, remained as partners with unlimited 
financial responsibility should the emergency arise. In 
1878 the City of Glasgow Bank failed, and so heavy were 
its debts that the majority of the bankas shareholders 
were beggared when called upon to sacrifice everything in 
accordance with the non-limited constitution of the com- 
pany. An idea of the terrible hardships caused by this 
failure will be gathered from the fact that in six months 
the unfortunate shareholders of the bank were called 
upon to pay £2,750 for every £100 of shares held, in order 
that funds might be provided to meet the liabilities of 
the bank. The shareholders included many highly re- 
spectable professional men of moderate means, and two 
hundred spinsters held an average of slightly over £240 
of shares and, therefore, were each called upon to find 
£6,610. 

It was realized in face of the distress so created that, 
whilst unlimited liability banking companies might gratify 
some depositors, apart altogether from the unfair results 
to shareholders the need of change was imperative; for 
the status of banks was not really raised by retaining this 
kind of association. A result of the City of Glasgow Bank 
collapse was that investors declined to accept the risks 
attaching to bank shares, which consequently became 
nearly unsaleable. Bank directors accepted the moral, and 
soon all joint stock banking concerns became of limited 
liability. There was, however, an arrangement for a so- 
called reserve liability, which eventually took the form 
of bank shares not being subscribed to the full denomina- 
tional extent, the uncalled amount being demanded only 
in case of extreme necessity. But the buyer of a bank 
share had the advantage of knowing what would be the 
full extent of his liability, if the worst happened. This 
he did not know under the old state of affairs, unless he 
assumed that he would lose his all, which, we have learnt 
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from the instance of the City of Glasgow Bank, did not 
enter into his calculations. 

Emergence of the Finance Company 

The principal structural change in company formation 
from 1845 to 1870 was therefore of universal character, 
but we have to note also the emergence of a new type of 
company, namely, the finance company. In 1852, there 
was formed in France the “Soci^t^ de Credit Mobilier,"' 
based on earlier Continental models but more ambitious 
than any of them. The objects of the Society included the 
subscription and acquiring by other means of stocks and 
shares in industrial enterprises. It was to do this chiefly 
through subsidiary companies formed for shareholding 
purposes. It was provided that the Society could issue its 
own obligations to the extent of at least the amount 
invested by the subsidiary companies formed for the 
acquisition of stocks or shares. The Society was to act 
as a banker for these enterprises, and also generally to 
undertake loans on securities, be the medium for the 
pa5mient of interest and dividend, receive deposits, and 
open credits. The Society was at first very successful, and 
it was not long before it had its imitators in England. The 
activities of the Society were clearly of a very diverse 
character, but within them can be seen three main con- 
stituents — the issuing house, the holding and managing 
company, and the investment trust company, three types 
of concerns which were to play important parts in the joint 
stock history of the future. The English imitators of the 
Society seem to have concerned themselves chiefly with 
the financing of enterprises which were to be developed 
up to a certain stage and then floated as public companies. 
Whatever may have been the merits of this form of 
financing, the result was that companies were floated at 
excessive capitalizations on the strength of preliminary 
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work done by the aid of money so supplied, and the 
finance undertakings were reimbursed over-handsomely 
at the public expense. 


Balance Sheets — the 1862 Recommendation 
Balance Sheets at the time of which we are writing were 
usually unilluminating documents ; the process of causing 
them to be otherwise was to be slow, and for long the State 
was not fully alive to the seriousness of the subject. The 
Government’s attitude on this matter, until later in the 
century, was that the companies should mention in their 
Articles of Association, the kind of accounts which would 
be published ; but there was no legal compulsion to do so. 
But although the Companies Act of 1862 left the direc- 
tors of companies, as far as accounts were concerned, with 
much the same powers of concealment as before, the Act 
did contain a specimen Balance Sheet, the form of which 
was recommended as suitable for use where no provision 
had been specially made in the Articles of Association. 
The inclusion of a specimen Balance Sheet in the 1862 Act, 
accomplished little immediately, but it provided a touche 
stone for the criticism of the inadequacy of Balance Sheets, 
and so played a part in the eventual bringing about of 
reforms. The specimen Balance Sheet is reproduced on 
page 96. Possibly, the suggestions err on the side of recom- 
mending too much detail; from the investor’s point of 
view the general scheme is to be praised. It may be speci- 
ally noted that any debt due from a director or other 
officer of a company was to be separately stated: the 
desirability of such an inclusion was subsequently proved 
to the utmost by numerous unpleasant incidents. Few 
Balance Sheets of even fifty years later contained as much 
information as advocated by the Companies Act of 1862. 
Directors of companies sought refuge in the claim that a 
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JOINT STOCK COMPANIES ACT OF 1862 
Form of Balance Sheet Suggested 


Dr. 

I. Capital Showing — 

The number of shares. 

The amount paid per 
share. 

If any arrears of calls, 
the nature of the ar- 
rears, and the names 
of the defaulters. 

Particulars of any shares 
forfeited. 


II. Debts AND Liabilities 
Showing — 

The amount of loans on 
mortgages or deben- 
ture bonds. 

The Amount of Debts 
OWING BY the Com- 
pany, Distinguishing — 

Debts for which accept- 
ances have been given. 

Debts to tradesmen for 
supplies of stock-in- 
trade or other articles. 

Debts for law expenses. 

Debts for interest on 
debentures or other 
loans. 

Unclaimed dividends. 

Debts not enumerated 
above. 

Reserve Fund Showing — 

The amount set aside 
from profits to meet 
contingencies. 

Profit and Loss Showing — 

The disposable balance 
for payment of divi- 
dend, etc. 

Contingent Liabilities 
Showing — 

Claims against the Com- 
pany not acknowledged 
as debts. 

Moneys for which the 
Company is contin- 
gently liable. 


Showing Immovable Pro- 
perty Distinguishing — 

Freehold land. 

Freehold buildings. 

Leasehold. 

Movable Property Dis- 
tinguishing — 

Stock-in-trade. 

Plant (the cost to be 
stated with deductions 
for deterioration in 
value as charged to 
the Reserve Fund or 
Profit and Loss). 

Debts owing to the 
Company — 

Debts considered good 
for which the Company 
holds bills or other 
securities. 

Debts considered good 
for which the Company 
holds no security. 

Debts considered doubt- 
ful or bad. 

Any debt due from a 
director or other officer 
of the Company. 


Cash and Investments 
Showing — 

The nature of invest- 
ment and rate of 
interest. 

The amount of cash, 
where lodged, and if 
bearing interest. 
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Balance Sheet should not give information to rival con- 
cerns. The argument has force in a competitive world, 
but it may be remarked that the practice which the argu- 
ment involves has a dissembling value in more ways than 
one, and therefore requires to be received quizzically. 
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NINETEENTH CENTURY CONTINUED — THIRD 
QUARTER 

1871-1895 — The price of Consols — “Current" securities in 1871 — The 
New York panic — Select Committee on Foreign Loans — Statistics 
of default — ^The plague of Egypt — A Royal Commission on the 
Stock Exchange — Brokers and jobbers — Contracts — “Bujring in" 
and “selling out" — Stock Exchange members as principals — ^The 
middleman approved 

One feature is most persistent throughout the next 
quarter of a century of our inquiry, namely, appreciation 
in the Stock Exchange quotations of British Government 
Stocks. The reasons for the movement are outstanding ; 
the explanation is primarily to be found in the course of 
commodity values. Prices of commodities rose during the 
first three years of the 'seventies ; but thereafter declined 
almost continuously for many years. Sauerbeck's Index 
Number of Food Prices at our starting point of 1871 was 
98, from which it descended to 64 in 1895, the closing year 
of our present survey. The decline in raw material prices 
was even more pronounced, the comparative Index Num- 
bers for the same years as mentioned above being loi and 
60. Although lower prices for food benefited wage earners 
by increasing their purchasing power and lower prices for 
raw materials helped manufacturers to reduce costs of 
production, trade activity did not grow as it had done in 
the previous quarter of a century. British exports for 1895 
were less in value than they were in i88i : the comparison 
of values has limitations, but it does indicate the existence 
of a lesser demand upon money and credit for trade pur- 
poses. An outcome of the inability to employ available 
funds adequately in commerce and industry was a great 
increase in purchases of Stock Exchange securities, and 

98 
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whereas the highest price of 3 per cent Consols in 1871 
was 94, the price of 2J per cent Consols in 1895 reached 
1 14. The difference of J per cent in the Consols last 
instanced proceeds from the fact that extremely favour- 
able monetary conditions enabled the Government in 
1888 to place on a 2| per cent basis £570 millions of Debt 
which had until then borne interest at 3 per cent. The 
lower yield obtainable on Government stocks in 1895 
compared with that to be obtained twenty-four years 
earlier was more than compensated by the fall which had 
meanwhile occurred in the cost of living, and because also 
the total National Debt had been reduced by £140 millions 
in the period, or to £656 millions, a yield of only £2 8s. per 
cent on British Government Stocks was considered attrac- 
tive even by conservatively minded bankers. Nevertheless, 
purchasers of 2j per cent Consols at 114 or thereabouts 
were making no allowance for a possible reversion of the 
commodity price movement or the development of more 
remunerative channels for the use of money. 

'Xurrent'' Securities in 1871 

A remarkable expansion of investment and speculative 
activity was evident at the beginning of our period. The 
total Stock Exchange clearings for the second half of 1871 
amounted to £416 millions, an increase of £150 millions 
over clearings for the corresponding half of 1870. Inactive, 
or as they were then called “non-current,'' stocks and 
shares were numerous; but it will serve to show the im- 
portance which the Stock Exchange had acquired if we 
outline the types of securities which were “current," that 
is, active at this time. The securities referred to in the 
next paragraph were of this kind. 

British Government Stocks bore interest ranging from 
per cent to 5 per cent; twelve Indian Government 
Stocks from 4 per cent to 10 per cent. Foreign and Colonial 

8-~(Cia) 
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Stocks were dealt in extensively, Russian, Turkish, and 
Egyptian securities being especially prominent among the 
former. Included in the foreign government stocks were 
six kinds of obligations of the United States Government 
and those of a number of the American States. The total 
of American Railroad Stocks was fifteen. We may note 
the debentures of eight Indian railway companies, the 
principal and interest guaranteed by the Secretary of 
State for India in Council, and also the Ordinary Stocks 
of the East India, the Great Indian Peninsular, and the 
Madras Railways. Grand Trunk of Canada and Great 
Western of Canada were chief among colonial railway 
stocks. The market for foreign railway stocks reflected a 
now almost forgotten phase of British finance, and we find 
such continental names as Antwerp and Rotterdam, 
Belgian Eastern Junction, Dutch-Rhenish, Great Luxem- 
bourg, Lemberg-Czemowitz, Lombardo-Venetian, Namur 
and Li^ge, Sambre and Meuse, together with the Brazilian 
San Paulo Railway. Sixteen Home Railway Ordinary 
Stocks were favoured. Bank shares amounted to 51, 
Telegraph to 18, Gas to 17, and there were 5 Dock con- 
cerns. Among the nearly ninety miscellaneous companies 
were to be found the Berlin Waterworks, Bolckow 
Vaughan, Canada Company, Crystal Palace, Fore Street 
Warehouse, Hudson's Bay, India Rubber and Gutta 
Percha, London General Omnibus, Rhymney Iron, Royal 
Mail Steam Packet, and several tea companies. Mining 
shares included a number of Cornish tin companies, the 
Cape Copper, and St. John del Rey. The art of creating 
classes of stock or shares to rank in front of Ordinary 
securities had become both skilful and respectable. A 
Midland Railway shareholder who in 1871 had the temerity 
to disapprove of the issuing of Preference Stock to rank in 
front of the Ordinary was castigated for not being up to 
date in his notions. 
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The rising tide of Stock Exchange activity was checked 
in 1873 by a financial panic in America, which caused the 
New York Stock Exchange to be closed for ten days. The 
check was of brief duration and the investing of British 
money in America soon resumed, the Scottish American 
Investment Company being formed for that purpose in 
1873, and the Scottish American Mortgage Company in 
the year following, while in 1879 were formed the First, 
Second, and Third Scottish American Trust Companies 
and the American and General Trust Company, all of which 
were vigorous half a century later. 

The 1875 Select Committee on Foreign 
Loans 

In 1875 the Government appointed a Select Committee 
to inquire into the circumstances attending the making of 
contracts for Loans with certain Foreign States, and also 
the causes which had led to the non-payment of the prin- 
cipal and moneys due in respect of such loans. The inquiry 
was concerned with loans of a nominal value of £10 millions 
raised by Honduras, San Domingo, Costa Rica, and Para- 
guay. The Committee came to the conclusion that those 
who introduced these loans to the public seemed to have 
been regardless of the financial resources of the borrowing 
States, and they commented upon the absence in the 
evidence of the members of the Stock Exchange of any 
very keen appreciation of the evils of manipulating loans 
and of any fertility of resource in devising remedies. 

It was customary for syndicates to be formed to take 
portions of the loans at a price considerably below the 
issue price to the public, these portions being sold directly a 
market had been created in the loan. Sometimes the con- 
tractors for the loans employed brokers to buy and sell the 
loans before any allotment had actually been made, the 
prices recorded of dealings in the loans being therefore 
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entirely fictitious, since no money had been subscribed 
for the loans and none had passed in the alleged trans- 
actions. The Committee censured loan contractors, or as 
we now call them issuing houses, and certain brokers much 
more severely than they did the defaulting Governments ; 
for the Committee could not fail to recognize that the 
agreements to which representatives of the borrowing 
Governments had put their signatures left a good deal to 
be desired in the way of soundness. Honduras became 
indebted in respect of a principal sum of £5,990,000, and 
in return for the liability secured an abandoned section of 
a line of railway 53 miles in length for which the builders 
received £689,000. The Committee remarked of San 
Domingo that **it is clear the Republic felt the improvi- 
dence of a bargain by which in return for a sum of £320,000 
it was to pay in respect of interest and sinking fund annu- 
ities amounting to a total sum of £1,472,500, or in other 
words, more than 18 per cent per annum for twenty-five 
years.’* 


Statistics of Default 

The loose practices and definite abuses in connection 
with the above loans deserved exposing, but it may be 
doubted whether it was worth the year or more which the 
Committee spent in examining multifarious details and in 
trying to persuade unwilling witnesses to appear and 
confess. A much more important subject than that of 
these comparatively paltry loans to a few minor and, as 
the evidence showed, then rather comic opera states. 

Total British Loans to Foreign States at the end of 1878 — 

i I 

All Obligations Fulfilled .... 281,828,000 

In Partial Default . . 175,160,000 

In Total Default . . . 157,000,000 

332,160,000 


988,000 
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was the whole question of foreign investment. That 
lending abroad was far from cautiously carried out is to be 
seen from the compilation given on page 102 made by a 
London stockbroker three years later. 

It is shown by the above that default or partial default 
had occurred on 54 per cent of Britain's Loans to Foreign 
Governments. Possibly, so large a proportion of the money 
which Britain lent abroad was used to buy her manu- 
factures that, viewed from an entirely national standpoint, 
defaults or partial defaults on foreign loans were of less 
consequence than they appeared to be and what was lost 
in one direction was made up in another. It is not for us 
to indulge in polemics on this question, but it cannot be 
overlooked that not all of the money sent abroad in this 
fashion came back to Britain in due course. The face of 
matters suggests that the retention of some of the money 
for the purpose of improving home equipment and expand- 
ing home consumption would have been distinctly less 
unprofitable in the long run than the relegation of capital 
to distant lands and to the pockets of seekers after com- 
missions. 


Egypt as a Borrower 

The subject of foreign loans cannot be left without a 
rather lengthy reference to the experiences of Egypt as a 
borrower; in order to do so we start a little before the 
opening date of our chapter. That the narrative may be 
continuous we carry the story on to 1882, without inter- 
rupting by reference to other matters which also happened 
in the years covered. 

In 1868 the Corporation of Foreign Bondholders was 
formed, and the Rt. Hon. G. J. Goschen, who was in the 
chair, announced his belief that the duties of the associa- 
tion were to be most important, and that they could be 
used to great effect by exercising a moral power over the 
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British Government, which was to be induced to use its 
**good offices’" when that seemed a desirable course. This 
anticipation of a closer connection between foreign policy 
and international finance was duly realized; as it hap- 
pened, in the very year that Mr. Goschen made his an- 
nouncement, the ground was being prepared for the 
eventuating of a state of affairs wherein the British Gov- 
ernment was to use its good offices in unmistakable form. 

It was in 1868 that a 7 per cent Loan for nearly £12 
millions was issued on behalf of Egypt at a price of 75, the 
Khedive of Egypt undertaking that his Government 
should not issue another public loan, either internally or 
externally, for the space of five years. Two years had not 
elapsed after the date of this undertaking when the 
Egyptian Government issued another 7 per cent Loan, 
the amount on this occasion being over £7 millions and 
the price of issue 78^ per cent. Therefore, the Egyptian 
Government was rewarded with slightly better terms for 
breaking its pledged word. 

The Egyptian Government could not be held entirely 
responsible for its defections ; the Khedive was besieged 
by representatives of British, Continental, and Egyptian 
financiers all urging him to borrow money by their kindly 
aid. These philanthropic endeavours culminated in the 
attempt during 1873 to float at 79 a 7 per cent Loan of £32 
millions, the London firm of Bischoffsheim & Goldschmidt, 
already prominent in connection with South American 
Loans, and the Soci^t^ G^n^rale being the prime movers. 
A 7 per cent Loan offered at 79 per cent returns a flat yield 
of just under 9 per cent to the purchaser ; in other words, 
that is the yield irrespective of any conditions of redemp- 
tion which may attach to the Loan. This was a tempting 
yield ; but it lacked the attraction of novelty, the return on 
the Eg5^tian Loan of 1868 being a shade over 9 per cent. 
Besides, a £32 millions Loan was a flagrant instance of 
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over-reaching. Consequently the Loan was only partly 
subscribed on the prospectus offer ; but the clever spon- 
sors managed to get rid of the remainder in other ways. 
Notwithstanding the size of this Loan, two years later the 
Egyptian Government borrowed a further £4 millions. 

The Suez Canal Company 

The financial excesses of the Egyptian Government gave 
to Britain an opportunity which has provided a theme for 
much writing of fiction, namely, the acquisition of the 
Egyptian Government's shares in the Suez Canal Company. 
The total capital of the Suez Canal Company was then 
18, 880, 000, part of the capital consisting of 400,000 
shares of 500 francs or £20 each. It was 176,602 of these 
latter which passed to the British Government and, since 
immediate action was required lest other would-be pur- 
chasers entered the field and outbid, the sum of £4 millions 
needed was advanced to the British Government by Messrs. 
Rothschild, Lord Beaconsfield subsequently obtaining a 
Parliamentary grant for the amount required. The shares 
thus purchased were not entitled to any dividend until 
1894, the Khedive having surrendered the dividend rights 
for 25 years from 1869 in settlement of certain claims 
against him by the Suez Canal Company. It was part of the 
conditions of the British Government's purchase of the 
shares that the Egyptian Gk>vemment should pay interest 
at 5 per cent on the £4 millions provided until the shares 
were again entitled to dividend. The market value of these 
shares on 31st March, 1914, was nearly £35 millions. 

Concurrently with the handing over of the Canal Shares 
the Khedive requested the British Government to send a 
special Commission to inquire into the conditions of his 
country's finances. The Commission came to the conclusion 
that ''the critical state of the finances of Egypt is due to 
the combination of two opposite causes. She suffers from 
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the ignorance, dishonesty, waste, and extravagance of the 
East, and at the same time from the vast expense caused 
by the hasty and inconsiderate endeavours to adopt the 
civilization of the West.” But the Commission added that 
Egypt’s unfortunate position was also due in great mea- 
sure to the onerous conditions of the Loan of 1873. Severe 
comment was made upon the exorbitant profits of the 
loan contractors, and it was stated that when allowance 
was made for commissions, discounts, etc., the sums 
which actually reached the Egyptian Government as a 
result of the Loans meant that the interest rates were from 
12 per cent to 13 per cent. It was revealed that all of the 
nation’s revenues had been pledged ” sometimes more than 
once” to meet the service of the Loans and fresh debt 
raised in an effort to meet the requirements of debt for- 
merly contracted. The Commission made various recom- 
mendations for the reform of the Debt, but the reforms 
were found to be impossible of carrying out owing to the 
opposition of the French holders of Loans for compara- 
tively short periods, to which type of Loan the Egyptian 
Government had also committed itself heavily. 

The rest of the story is to be found in every English 
history book. Suffice it here to remark that in 1879 the 
Khedive dismissed the French and English Finance Com- 
missioners who had been appointed as a result of Egypt 
being declared bankrupt. An ultimatum from England 
and France followed. Three years later occurred Arabi 
Pasha’s rebelhon to liberate Egypt from European influ- 
ence, and after that the bombardment of Alexandria by 
the British Fleet. 

The 1878 Royal Commission on the Stock 
Exchange 

We return from the Land of the Pharaohs to find our- 
selves in the year 1878, that is, three years after the Select 
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Committee on Foreign Loans finished its labours. Yet 
another official inquiry had begun; the subject on this 
second occasion being the working of the Stock Exchange, 
and the investigating body a full-blooded Royal Commis- 
sion. The Commission went to great pains in the exam- 
ination of witnesses, but in the end suggested little im- 
provement of the way the Stock Exchange managed its 
business. Indeed, the Commission confessed to an agree- 
able surprise at the degree of discipline and efficiency 
maintained by the Stock Exchange Rules and Regulations. 
It did, however, with one dissentient, recommend that 
stocks and shares should not be dealt in before allotment, 
but this recommendation, designed to prevent the rigging 
of markets, was not carried out. Fifty years were to pass 
before the much-needed reform was introduced. 

Evidence given to the Commission furnished the curious 
sidelight that persons were practising as stockbrokers 
under a licence from the Corporation of the City of London, 
although they w^ere not members of the Stock Exchange. 
It may be recalled that according to an Act of some hun- 
dred and eighty years before this time all brokers were 
supposed to be so licensed. The stipulation had never been 
taken seriously by those who gathered in Capel Court, 
or in the earlier venue of the Royal Exchange. 

When the Commission met in 1878 some of the holders 
of Stock Exchange shares were not members of the Stock 
Exchange, but it had been decided by the Stock Exchange 
Committee in a new deed of settlement in 1876, that no 
new shareholding would be allowed unless on the part of 
a member. It was also provided that the maximum 
number of shares to be held by a new member should be 
ten. Thus the path was prepared for the gradual dis- 
appearance of subscribers and the making of control of the 
Stock Exchange, both as to finance and routine, a concern 
of members only. The average annual dividend of the 
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Stock Exchange since its existence as a joint stock under- 
taking, that is, for approximately 75 years to 1878, had 
been from 20 to 21 per cent; the market price of the 
shares, on which £54 had been paid, was £160 at the time 
of the Commission. 

Brokers and Jobbers 

A considerable part of the Commission's Report was 
devoted to a description of the duties of broker and jobber 
and to details of Stock Exchange procedure under certain 
circumstances. There are, said the Report, two classes 
into which members of the Stock Exchange divide them- 
selves: the brokers, who receive instructions from the 
public to buy and sell on their behalf, and the jobbers, who 
buy and sell on their own account, with the view of selling 
and buying again. The jobber remains in the House," 
that is, the Stock Exchange Building, ready to deal with 
anyone who comes to him, the broker comes into the 
House only when he has business to transact. It is the 
custom that these jobbers should, as it is called, "make 
a price" in any current securities, that is, securities of 
which there is a large amount, and for which there is an 
active market. "Making a price" consists in stating two 
prices, at one of which the jobber binds himself to buy and 
at the other of which he binds himself to sell the securities 
in question. There are by the Rules limits as to the amount 
in which he is bound to deal. After the jobber has "made 
his price," the broker annoimces himself as either a buyer 
or a seller at the prices named, and the jobber is bound to 
accept the contract. As soon as the contract is made, it 
is usual, but not universal, for each party to make a note of 
it in his own notebook, but no written contract passes 
between them. "We are assured," remarked the Com- 
mission,"that the want of a written contract has in practice 
no evil results; that out of millions of contracts made on 
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the Exchange, such a thing is hardly known as a dispute 
as to the existence of a contract or its terms/' The broker 
who has acted for his client in making such a contract 
sends a written note of it to the client, but as a rule he does 
not mention the name of the dealer with whom he has 
dealt. The large majority of the contracts are made upon 
the terms that they shall be fulfilled on the next Account 
Day. There are two fixed Account Days in every month 
for stocks other than Government Stocks, these latter 
being settled only once a month. When the Account Day 
arrives the securities are delivered and paid for, unless 
some fresh bargain is made by which the execution of the 
contract is annulled or practically deferred until the next 
Account Day. If the bargain, however, is completed on 
the original Account Day, it is not necessarily carried out 
between the original parties to it : for the seller may have 
bought similar stock from some third person, and he in 
like manner from another, and so on through several 
hands ; so that the whole series of bargains is settled by 
the ultimate seller delivering to the ultimate buyer. The 
machinery by which this is managed, commented the 
Commission, is to be found in the Stock Exchange rules 
applicable to this subject, the detailed and minute provi- 
sions of which are the result of long practice and careful 
amendment, and appear to answer their purpose exceed- 
ingly well. 


“Buying In" and “Selling Out" 

If, when the Accoimt Day arrives, the seller is not able 
to deliver the stock which he has sold, the buyer is entitled, 
after a certain lapse of time to “ buy the stock in " against 
him. This proceeding is also regulated by minute rules, 
and consists in an ofiicial broker announcing on the 
market that he wants the given quantity of stock together 
with the purpose for which he wants it. When he obtains 
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it, the original seller has naturally to pay any difference 
in price, but it not infrequently happens that the official 
broker has to wait for some time before the jobbers will 
sell to him under such circumstances, and it may be 
doubted whether the system might not be improved by 
his being allowed to purchase either publicly or by private 
contract. Similar rules and a similar practice prevail 
with regard to "selling out " in the case of non-acceptance 
by the buyer. Excepting that eventually there was no 
separate Accoimt Day for Government stocks, the practice 
of the Stock Exchange in the respects enumerated above 
remains in 1933 as described in the Royal Commission 
Report of 1878, with the "buying in'' and "selling out" 
of shares rigid in theory, but scarcely so in practice. 

It was in 1878, as afterwards, a principle upon which 
the governing body of the Stock Exchange acted through- 
out their rules in respect to bargains, that members should 
be entitled to look to the members with whom they dealt 
as if they were principals in those dealings, and as if the 
principal outside the House, for whom bargains were made, 
did not exist. This view has the merit of enabling the 
Stock Exchange Committee (who have absolute power 
over their own members) to enforce bargains and adjust 
disputes with speed and facility. The Royal Commission 
concluded that the public is not injured by such a system, 
so long as the legal rights and liabilities of the seller or 
buyer, as the case may be, in relation to the principal 
outside on whose behalf the bargain has been made, are 
not extinguished or interfered with. But the Commission 
had no hesitation in recording its opinion that if a client 
or principal outside the Stock Exchange employs a broker 
to make a contract for him with a jobber or broker in the 
House, no rule of the Stock Exchange ought to be allowed 
to qualify or destroy the legal relations of buyer and seller 
established by such a transaction, whether the Stock 
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Exchange Committee for the purpose of their own inter- 
vention acknowledge the principal or not. 

The Middleman Approved 

It had been suggested that the jobber was an unneces- 
sary middleman, as perhaps it has been suggested in every 
year since. The reply of the Commission to the suggestion 
was unequivocal. It stated that the jobbers constituted 
a class which is a distinctive feature of the London 
Stock Exchange ; and that there was no parallel on the 
Foreign Bourses or on any of the provincial Stock Ex- 
changes. The existence of jobbers, declared the Commis- 
sion, is of extreme value to the public. The jobber is 
ready to take at a moment’s notice, almost any quantity 
of a current security with the knowledge that he can, per- 
haps within the same day or at any rate before the next 
Account Day, sell the same again at the margin of profit 
which is involved in the difference between the two prices 
that he named, and he acts without hesitation upon this 
facility. The result to the public is that the buyer or 
seller can make his bargain at once without seeking out 
some one else who wants to buy what he has to sell, or 
who wants to part with what he wants to buy. “So great 
is the accommodation provided by the system that pur- 
chases required on the provincial exchanges or the Foreign 
Bourses are constantly sent to London to be made on the 
Stock Exchange there.” 

Our chapter ends with this impartial testimony to the 
value of the jobber. But the Commission gave attention 
to one other thing which must occupy our attention, 
namely, speculation. We pursue the subject at some 
length in succeeding pages. 



CHAPTER XI 


MOSTLY OF SPECULATIVE PRACTICES 

An ancient error avoided — The jobber’s risk — The rightful censure of 
speculation — ^The important distinction — ^The gambler — Cash bar- 
gains, differences, contangoes, and backwardations — An impractic- 
able demand — A question answered — Verve and agility — The put 
and call — Rare gain — Something to keep in mind — A banking 
discovery — A danger signal 

What the Royal Commission on the Stock Exchange dis- 
covered with regard to speculation was mostly nothing 
new ; but it did not fall into the ancient error of believing 
that speculation could be eliminated by Act of Parliament ; 
far from this last, it recognized that attempts by men to 
capitalize chances were inevitable and in a number of 
directions communally desirable. The State at the time 
when it most condemned speculation was itself raising 
money by Lottery Loans, but as this means of adding to 
the National Debt had been abandoned in 1825, the Royal 
Commission of 1878 was under no necessity of polite refer- 
ence because of the shortcomings of the Government in 
power. ** There is speculation in almost every market,*' 
said one of the witnesses summoned by the Commission : 
''in produce markets there is speculation and where there 
is not speculation there is a dull market, in which you can 
hardly do anything : you cannot sell or buy where specu- 
lation goes out of a market, there is always a difficulty in 
making contracts." Incidentally, this witness truly ob- 
served that the absence of jobbers would result in the 
anxious seller being in the hands of the coy buyer, or the 
other way about. 

The Jobber's Risk 

It can readily be seen that the willingness of a jobber 
to make prices is dependent upon the exercise of the specu- 
lative spirit. If, for instance, the jobber were to refuse to 
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make an offer for the share of a company or the stock of 
a Government whenever national or local uncertainty 
prevailed, then freedom of dealing in securities would 
speedily come to an end ; actually, it is only on the rarest 
occasions, such as of suspected fraud or the outbreak of 
war, that the jobber declines to name a price. Under all 
ordinary circumstances the jobber estimates the chances 
and takes the risk that his appraisal may prove to be at 
fault ; by so doing he establishes a breadth of marketing 
facility which would be impossible were Stock Exchange 
transactions carried out only on the basis of the known 
present or the foreseeable future. Looking at the matter 
in the light of the deeper implications of philosophy, the 
uncertainties of human life are bound to be reflected in all 
manifestations of human activity, mundane as well as 
ethereal. Man, by the nature of things, is as much destined 
to move about in financial hopes and fears not realized 
as in worlds of that Wordsworthian kind. 

Rightful Censure of Speculation 

The rightful censure of speculation turns largely upon 
definitions. Professor Marshall declared that many of the 
largest fortunes are made by speculation rather than by 
truly constructive work, and added that much of this 
speculation is associated with anti-social strategy. It is 
clear that what he had in mind would better be described 
as manipulation, and especially the cornering and artificial 
raising of prices of securities or commodities. Even 
Governments through their agents force up the prices of 
certain securities when preparing the ground for the issue 
of a fresh loan or for Conversion operations, and Govern- 
ments have also on a number of occasions sought to carry 
the prices of commodities higher. So far as manipulation 
is concerned, the purist will condemn Governments and 
individuals resorting to it. But inasmuch as purists are 
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rare, manipulation of Stock Markets by powerful Govern- 
ments seldom agitates the public mind. 

The Important Distinction 

The important distinction between the speculator and 
the manipulator is that the one endeavours to anticipate 
the outcome of the working of financial and economic 
laws, and the other endeavours to prevent their operation 
until his own ends are satisfied. Whether the speculator 
sees the first faint shadow of approaching disaster and 
sells before the calamity descends in full force, or whether 
he senses the coming of better things and buys while 
prices are yet low, is, in the long run, at least a neutral act 
in its bearing upon the welfare of his countrymen. Con- 
ceivably, however, speculating for a fall or for a rise may 
give to the social organization a much-needed element of 
proportion ; the action of the speculator tends to deliver 
business from the tyranny of considerations of the moment 
and to remind men that the future has to be reckoned 
with, although it cannot be precisely determined. If it 
were not for the influence of the speculator, fluctuations 
in the prices of stocks and shares would be more disturb- 
ing ; for the immediate good news would not be tempered 
practically by allowances for the arrival of the distant less 
good, and the weight of the immediate bad news would be 
unrelieved by the recognition on the part of some buyers 
that modifying factors would probably become operative 
at a point near or far removed. 

It must be understood that speculators differ very much 
in the amount of skill and knowledge which they possess, 
resembling in this respect the members of other callings. 
Some are men with a close grasp of economics and well 
acquainted with the lessons of financial history, while 
others, more particularly those of Jewish birth, act almost 
instinctively. Both types of men are to be found at the 
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centre of finance as speculators in the meaning of the 
remarks preceding, where speculation was defended as of 
social value. What lesser men do in the name of specula- 
tion would be unprofitable for us to examine, because, 
as we know, principles should be tested where they are 
best expounded. 


The Gambler 

The speculator, even at his weakest or most ill-informed, 
should not be confused with the gambler. It must be 
admitted that the Stock Exchange attracts gamblers from 
all sections of Society. The gambler buys securities for 
the slenderest of reasons and often for no reason whatever. 
He is the prey to rumour and the dupe of the machinations 
of the unscrupulous ; he will buy because the day is sunny 
or sell because the sky is overcast. The activities of the 
gambler do not really come within the history of invest- 
ment or speculation ; but as the gambler makes his presence 
felt, sometimes uncomfortably so, we are not allowed to 
assume that for our purposes he does not exist. 

Cash Bargains, Differences, Contangoes, 

AND Backwardations 

It cannot be said that a majority of members of the 
Stock Exchange desire the disappearance of the gambler. 
The commission charges which the gambler pays amount 
to a considerable sum before he becomes disillusioned or 
penurious or both, and always there is another generation 
springing up, inexperienced and eager to plunge where its 
fathers came to grief. Sometimes, however, gambling on the 
Stock Exchange reaches such threatening dimensions and 
causes unpleasant results to so many people that restriction 
of the means for using the Stock Exchange is urged by 
prominent persons, among whom may be numbered 
those stockbrokers whose clients are of a substantial 
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and sober kind. Such was the case in the period now 
under examination, and we find it advocated in 1875 
that all bargains should be for cash only. As we have seen, 
with the exception of Government securities, settlements 
on the Stock Exchange were twice monthly, one of the 
consequences being that numerous purchases were made 
in the hope that prices would rise before payment was 
required, so enabling the pocketing of a difference without 
any outgoing having actually to be made. Conversely, 
sales of shares not in the possession of the seller were made 
in the belief that purchase at a lower price would be fea- 
sible before the date of the Account ; if the belief were 
justified this also would have resulted in the making of 
profit without the outlay of capital. But rises and falls in 
prices of stocks and shares seldom occur so conveniently, 
and machinery had to be devised to meet the need of 
buyer or seller whose plans had miscarried. This was done 
by means of the contango in the case of the buyer of 
securities who wishes to postpone the date when he should 
be called upon to take up his purchases, and by the back- 
wardation where a seller seeks to postpone delivery of the 
shares he has sold. In each case it means that a considera- 
tion is paid for the privilege of delay; but it should be 
said, in order to prevent misconception, that both con- 
tango and backwardation are governed by general market 
considerations, neither being invariably paid, but the 
contango has usually to be met. 

An Impracticable Demand 

The demand of would-be reformers of the 'seventies 
that all Stock Exchange dealings should be for cash was 
impracticable, if only from the reason that the granting 
of credit is inseparable from nearly all important business 
transactions; payment for purchases in one direction is 
dependent upon receipts from sales in another; it is 
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impossible to synchronize all pa5aTients and all expendi- 
tures. Additionally, if a fall in price makes a share attrac- 
tive, it would serve no vital purpose to prevent a would-be 
buyer from purchasing because he could not secure the 
necessary funds for some days, and the prevention would 
embarrass the person urgently desiring to sell by depriving 
him of prospective purchasers. Time bargains are not 
merely expedient ; they are based on a sound principle. 

A Question Answered 

With regard to the desirability or otherwise of insisting 
on the completion of all transactions on Account Day, 
the question is answered by the fact that no such stipu- 
lation could be enforced. The granting of carry-over 
facilities has had regrettable results in some directions; 
but, on the other hand, accommodation is an essential 
part of business procedure. If the Stock Exchange had 
not evolved the method of carrying-over in return for an 
agreed consideration, the omission would have meant 
that some buyers would have been in a position to nego- 
tiate for accommodation, and others would not or would 
have been able to do so only upon onerous conditions. 
An established procedure with a published rate of the 
consideration chargeable is much the fairer method. 

Nevertheless, carry-over facilities are rarely required 
by the investor; they are most advantageous to pro- 
fessional operators, giving more verve to the *‘buir' and 
greater agility to the '‘bear.'' The charge made for con- 
tango is related to Bank Rate and also to the condition of 
Stock Markets. When the supply of a particular stock or 
share is scarce, the "bull" who has bought heavily may 
have a consideration paid to him not to press for delivery, 
although the state of his affairs is such that he has no 
cash available to take up stock. But such an event is 
exceptional. 
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The ‘‘Put’* and 'Xall*' 

The taking of options had become a common practice by 
the 'seventies, and we find quotations for the put " and 
“ call," jointly and dissociatedly. The '' put " and ** call " 
meant the taking or delivery of stock or shares at a fixed 
price on a future date, for which right an agreed sum was 
paid when the option was negotiated. The “ put " option by 
itself entitled the holder to deliver a specified amount of 
securities at a specified price on an agreed future date ; the 
''call" option by itself was similarly determined but gave 
the right to claim stock. Options were from day to day 
or, much more commonly, from Account Day to Account 
Day; naturally a higher price was paid for the "put" 
and "call" option than for the "put" or the "call" 
only. 

A certain amount of refinement and extension of option 
dealing has taken place since those days, and six weeks or 
three months have become the favourite durations. But 
the three principal forms of option dealing remain in 
essence much the same. This is not the place to discuss at 
length the respective merits and demerits of the different 
forms of options ; it is evident that the " put " and " call " 
gives a double chance ; against the advantage has to be set 
the fact that the price charged for this kind of option is usu- 
ally double that for the " put " or the " call." It must be 
explained for the sake of clearness, that the term " put and 
call," although it has passed into the Stock Exchange 
vocabulary, is really misleading, if not contradictory, for 
literally it means the right to take and to deliver securities, 
whereas the option money has been paid for purchase of 
the right to pursue whichever of these courses is desired. 
Obviously, both to take and to deliver securities under 
the option would result in a balancing of the transaction. 
The option holder's ambition is gain, not the maintenance 
of an equilibrium. 
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Option Holders’ Rare Gain 
However, according to contemporary writers, gain sel- 
dom came the way of option holders in mid-Victorian 
times. It may be added that his twentieth century suc- 
cessor, if he is a member of the ordinary public, usually 
fares no better. The profitable handling of options de- 
mands the ability to discern some weeks ahead of their 
occurrence that blessings or ills are on the way for a com- 
pany or a country, either from special reasons or because 
the general state of commerce is to experience a change for 
better or worse ; or it may depend upon the possession of 
knowledge that powerful financial groups are planning 
to raise or to depress the prices of securities selected for 
that purpose. 


Something to Keep in Mind 

That options exist should be borne in mind even by the 
investor who has no intention of adding to the income of 
the option dealer or, for the matter of that, of the broker, 
since options have to be bought through the latter, he 
receiving a commission for his services. The option dealer 
stands to the broker in similar relation to that of the 
jobber. Options are a perpetual weapon in the armoury 
of the professional ‘'bulls” and ” bears” who endeavour 
to drive prices this way or that. The investor will be 
spared perplexity, if not anxiety, if he is cognizant of 
influences which bear upon the Stock Exchange quota- 
tions of his holdings — influences which may have little to 
do with the actual merit of his securities. Not even Trustee 
securities are immune from these influences; the Stock 
Exchange rules restrict the taking of options over this 
type of securities, but the ability to conclude them is not 
entirely removed. Then, too, although the existence of 
large options linked to hopes of the rise or fall of certain 
kinds of securities may be of irrational origin, there is the 
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possibility that the options indicate anticipations of 
well-informed Stock Market operators. The prudent 
holder of securities affected should not entirely ignore 
this possibility. 

A Banking Discovery: Advances in 1888 

It is easy to ascertain with regard to the Stock Market 
as a whole whether a large number of options are being 
taken for the rise or for the fall, since in the former case 
the contango rate will be comparatively high and in the 
latter the contango rate will be low or, if '"bears'" are 
strongly in evidence, there will be a backwardation. What 
cannot be ascertained is the amount of securities held as 
a result of borrowing from banks and other financial 
institutions. Securities thus purchased are liable to be 
flung on the Stock Market in the event of widespread 
demand for repayment of loans, as not infrequently hap- 
pens when the lenders deem it wise to adopt extreme 
measures for the safeguarding of their positions. The 
pledging of securities with banks by all sorts and condi- 
tions of men and women in order to buy other securities 
is a practice which developed enormously in the twentieth 
century. The practice was not a ruling passion from 1870 
to 1895, although the tendency became more marked as 
the years passed. But the banks had already discovered 
how extremely profitable it is to lend to the professional 
Stock Market operator, and in 1888 we find the banks 
for some time almost lavish in their advances for this 
purpose. It was a time when contango rates were very 
high, speculators for the rise paying as much as from 7I 
per cent to 15 per cent, according to the nature of the 
security carried over. Whilst some of the lending by the 
banks was directly contango, the greater part of it was to 
stockbrokers, who in turn lent to the jobbers; therefore 
it must not be thought that the full benefit of the high 
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contangoes was reaped by the banks. Nevertheless, when 
all allowance is made, the remuneration coming to the 
banks from this form of lending was temptingly large, 
particularly as the period was one of low yields on invest- 
ments, Home Railway Ordinary Stocks returning on an 
average 3f per cent and British Government Stocks nearly 
I per cent less. 


A Danger Signal 

But the high contango rates, profitable as they were to 
the banks either directly or indirectly, were also a danger 
signal. This last being so, it is not surprising that before 
the year was out some of the would-be borrowers on secur- 
ities were received by the banks in much the same way 
as is the young badger when its parents have decided that 
it is time for the young hopeful to fend for himself. In 
other words, the banks suddenly declined to acknowledge 
any kinship with Stock Market operators, new loans on 
securities became extremely difficult to obtain, and old 
loans were peremptorily called in. The banks, declared 
critics in those days, first inflated the Stock Markets by 
rather happy-go-lucky lending and then deflated them 
by pursuing an opposite policy at a moment’s notice, 
ruining a number of people by the precipitate action. It 
was a complaint which was to be reiterated regularly over 
the next forty years. We had perhaps better not express 
an opinion on the merits of the criticism, but content 
ourselves with the observation that much could be said 
on both sides. 



CHAPTER XII 


1871 TO 1895 CONTINUED — ^THE INVESTMENT 
TRUST COMPANY 

The investment trust company — Scottish precept and practice — A 
striking example — A changed outlook — Scepticism in 1888 and 1889 
— Errors of policy — Over-purchasing in 1890 — Publishing invest- 
ment holdings — ^The fixed trust 

The years with which we are still dealing, the years, that 
is, from 1871 to 1895, were characterized by, among other 
things, the rise of the investment trust company. As we 
have already seen, this t3rpe of concern had its forerunner 
quite early in English joint stock history, the directors of 
the so-called Million Bank having perceived at the begin- 
ning of the eighteenth century the advantages of investing 
funds in several companies, thereby lessening the risks 
attaching to the emplo3niient of the Bank's capital. But 
at the time of the Million Bank's existence, and for long 
afterwards, stocks and shares available for investment 
were few; therefore, conditions were not propitious for 
any important development of the investment trust move- 
ment, the origin of which, in the modem sense, we can date 
from round about 1870. The fundamental principle of 
these trusts is simple and uniform; the directors obtain, 
let us say for example, £1,000,000 of capital, which is 
subscribed by members of the general public or by the 
directors and their friends; the money thus provided is 
used to purchase the stocks or shares of numerous gov- 
ernments, municipalities, or companies. It follows that 
the holder of shares in an investment trust company is 
really taking an interest in the fortunes of various States, 
towns, and industries, and that his risk is spread over 
a very wide area. He may be what is virtually a holder 
by proxy of an interest in several hundred different 
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securities ; indeed, investment trust companies have been 
knovm with a thousand different stocks and shares in 
their portfolios. 

Scottish Precept and Practice : A Striking 
Example 

The investment trust companies of the late 'sixties were 
in several instances not conducted on such a definite line 
as that we have indicated, and the directors' indulgence 
in miscellaneous financial operations was the subject of a 
good deal of adverse comment. But largely under the 
guide of Scottish precept and practice stricter conceptions 
of the legitimate field of the investment trust company 
soon prevailed. The remarkable success attending the 
ablest managed of these companies is perhaps best shown 
by the case of the Scottish American Investment Co., 
Ltd., founded in 1873. Mr. George Glasgow has given a 
calculation of what would have been the results accruing 
to one who in 1873 had invested £1,000 in the Ordinary 
Stock of that Company. '‘Assuming," says Mr. Glasgow, 
"that he held his stock, never adding another penny to 
it ; that he took up and kept his bonuses ; that he exercised 
his rights to new capital by borrowing from his bank and 
then selling enough of the resultant new stock to repay the 
bank — assuming, in short, that he did not put any of his 
benefits into the waste paper basket (a contingency not 
unknown to experience, surprising as it may be), that 
happy investor's original £1,000 would in 1929 have been 
worth about £70,000, and his income would have risen 
from an original £40 a year to £3,000 a year in 1929." 

The achievements of the Scottish American and similar 
concerns in the first few years of their existence were 
sufficiently striking to attract attention, and between 
1879 and 1883 a number of investment trust companies 
were formed. These were years of general commercial 
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prosperity, favouring the financing of new ideas. Even so, 
the possibilities of investment trusts were not widely 
appreciated, and the capital found for them in the five 
years last named mostly came from small groups of people. 
The companies were formed in a period when high rates 
of interest were obtainable on good-class securities, con- 
sequently there was no difficulty in employing funds 
profitably. In 1888, with few exceptions, the investment 
trusts then in existence were paying from 5J per cent to 
6 per cent on their entire capital, of which the Preferred 
capital usually received 5 per cent and the Deferred or 
Ordinary 6 per cent or 7 per cent, but in that year the 
whole outlook for returns on investments underwent a 
radical change, the full nature of which was far from 
generally realized. It was the year in which Government 
financial policy brought about a fall in interest yields, 
making it impossible for a long time ahead to use new 
money at the former rates of interest, at least with any- 
thing like the same measure of security. Nevertheless, 
fifteen new investment trust companies were formed in 
1888 with a capital of ;£9, 500,000 and another nineteen 
in the following year, the capital of the last amounting 
to slightly over £25 millions. The total capital invested 
in this class of company at the end of 1889 was nearly 
£50 millions. 


Scepticism in 1888 and 1889 

The formation of the 1888 and 1889 companies was the 
occasion for the exercise of contemporary scepticism, it 
being suggested that directorship of an investment trust 
company was a convenient way of adding to one's income 
and that the investor, instead of providing money for a 
trust company and trust company directors' fees, would 
be well-advised himself to undertake the distribution of 
his money. Certainly, directorships in the Victorian era 
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were often bandied about in much the same way as were 
the congenial livings of the Church, with little regard to the 
merits of recipients, the pompous ass or the wire-puller 
securing preferment while better men languished. But it 
must be admitted that, with the investment trust com- 
panies, the shafts of criticism did not in every case go home. 
As it happened, the management of these companies 
passed into competent hands as often as one could reason- 
ably hope in a notoriously imperfect world. Mistakes 
were made; many companies, however, were steered 
so as to avoid the quicksands of speculative excess or the 
rocks of too rigid notions of what should constitute invest- 
ment practice. When allowance is made for the fact that 
the financial and economic conditions of this time were 
monetarily infertile, the eventual successful emergence 
of many of the trust companies, although somewhat long 
delayed, indicates that the degree of directorial skill 
cannot have been negligible. 

Errors of Policy 

Whilst the foregoing remarks have been made in all 
fairness to the controllers of the investment trust move- 
ment, we must not altogether overlook errors of policy, 
among them the putting of investment trust money into 
one industry only and so defeating the purpose of the 
investment trust movement. Thus, we had several railway 
investment trusts, a brewery share trust, a nitrate share 
trust, and so forth. In the heavily quaffing Victorian days 
putting all one’s money into brewery shares of one kind or 
another was a fairly safe and a decidedly respectable 
proceeding, although taken at the expense of the policy of 
spreading one’s risk to the utmost. Therefore, the brewery 
share trust was not on ground which gave easily, but in 
other directions where investment trusts concentrated 
interests tremors were quickly felt^ Declines in Home 
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Railway dividends, for example, gave a sharp shock to the 
railway investment trust companies, the Deferred Stock 
of one of the largest of these companies standing at nearly 
75 per cent discount as an outcome. Some of the directors 
of the one industry trust companies early learnt the lesson 
and took powers to have the Articles of Association of their 
companies altered so that they could invest in a wide 
range of stocks and shares. 

Over-purchasing in 1890 

In 1890 occurred over-purchasing of Argentine and of 
South African securities; investment trusts had little if 
any responsibility for the latter, but the use of their 
surplus funds played some part in the former. The Argen- 
tine remissness of 1890, the panic in the London Money 
Market, and the suspension of the great merchant banking 
firm and issuing house of Baring Brothers, are episodes 
which must receive a chapter almost to themselves. We 
have only to note here that the crisis caused by these 
events brought several investment trust companies to an 
end, several others reduced their capital, and one of the 
strongest of the trusts, the Alliance, paid no dividend on 
its deferred capital for ten years. On the other hand, a 
few of the trust companies maintained their dividends 
through a commercial depression which was to last for 
six years, that is, until trade recovery began in 1896, 
during which time the United States, Australia, and Italy 
were added to the countries shaken to their financial 
foundations. 

Publishing Investment Holdings 

We find in 1889 many of the English investment trusts 
publishing a list of their investments, and whilst the prac- 
tice has not become general among the English companies, 
yet if we take any year since we usually discover that 
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about one-third have done so. But the annual publication 
of a list of investments held has never been approved by 
the directors of the Scottish investment trust companies, 
whose reports with one or two exceptions to prove the rule 
are always silent upon this matter. Provided that implicit 
faith is reposed in the directors of an investment trust 
there might at first seem to be no special reason why the 
lists should be published, particularly as wrong conclu- 
sions might be drawn by investors who could not be aware 
of every shade of influence which brings about changes 
in investments held from year to year. Further, a state- 
ment of a trust’s investments at the end of each of its 
financial years would not indicate all that had happened 
in between. On the other hand, there is the consideration 
that the directors of an investment trust are paid servants 
and that those who pay them should have some means of 
checking the competence of their employees ; for even if 
the financial results of a company are good, conceivably 
the results might have been better, and, if the results are 
bad, they might have been worse. It has been acknow- 
ledged in a paragraph preceding that on the whole the 
direction of investment trust companies so far has been 
skilful ; but it would be unwise to rely upon tradition and 
to assume that as the old groups of directors disappear 
their places will inevitably be taken by men of equal calibre. 
Then, too, there is the danger of the appearance of new 
investment trust companies, undistinguished of direction, 
and basking in the glory shed by the great exponents of 
the investment trust art. Such, indeed, has happened. 
The directors of this type of company may invoke prece- 
dent and plead that their personnel is sufficient guarantee 
and attribute any ill-success to causes beyond their con- 
trol. Whilst it is pleasant to emphasize the personal side 
in a world which is becoming increasingly mechanized 
there is a danger in throwing everything upon personnel. 
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Some indication of this last can be seen from the great 
difference in the extent of depreciation which has occurred 
during Stock Market recessions in the market value of 
securities held by investment trusts. Probably, it would 
be in the best interests of everyone concerned if the invest- 
ment trust companies published annually a full list of 
investments, setting forth also a complete analysis of the 
types of investment and the geographical distribution of 
them, somewhat after the style of the example below, 
in which the policy of the directors is clearly summarized — 
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The Fixed Trust 

There is little to suggest that we stand in similar danger 
in Great Britain, but it may be remarked that the invest- 
ment trust movement in the United States has suffered 
considerably by reason of the shortcomings of directors, 
and money subscribed in that country for investment 
trust purposes has been used in a manner the opposite of 
conservative. One of the results has been a reaction by 
investors in favour of a fixed trust, that is, a trust holding 
from year to year a number of specified securities, the 
securities being varied only under the most exceptional 
circumstances. Therefore, the duties of directors of fixed 
trusts are largely a matter of the fulfilment of routine. 
The fixed trust, which has been introduced into Great 
Britain, loses by its limitations far more than it gains. 
Anything which could be regarded as a reform of invest- 
ment trust practice would have to be on the lines of an 
increase of flexibility. 

A typical example of the fixed trust in Great Britain is 
one formed to hold ordinary shares in some two dozen 
British companies, the holder of the fixed trust share thus 
being really a shareholder in these companies. Indeed, 
the arrangement usually is that the fixed trust issues a 
certificate to its shareholders indicating that the trust 
holds so many shares of one kind or another on behalf of 
the shareholder in the trust, the number of shares varying 
according to the amount invested in the trust by the 
individual. Such a trust can only be successful if it so 
happens that a majority of the shares it purchases are 
moderately valued, but inasmuch as the trust is continu- 
ally making purchases, according as it receives applications 
for its own shares, the basic principle of the trust involves 
the assumption that the value of the shares purchased 
will progressively increase whatever the prices the trust 
has paid for them. We all know that accidents happen in 
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the best regulated families ; there is no industry which is 
immune from severe setbacks. The ability to anticipate 
changes in prosperity well before they come and to vary 
investments presciently is the life-blood of the investment 
trust. 

It has been contended that the fixed trust is not really a 
trust at all but a "merchandising proposition, pure and 
simple." Possibly, the contention is accurate, for as we 
have seen in the example given above, the fixed trust 
really sells shares in other companies and holds the shares 
of those companies on behalf of a purchaser of the trust's 
own shares. A point to be noted in favour of the ordinary 
type of investment trust companies is that there is an 
established financial procedure common to them all, vary- 
ing in the degree of success with which it can be observed, 
but having always a conservative tendency in the matter 
of the accumulation of reserves. It should be mentioned 
also that an investment trust company includes as revenue 
only the dividends received from its holdings during the 
trust company’s own financial year, and that profits made 
by the sale of investments are not included as revenue, 
being re-invested and the profits on the re-investments 
credited in due course to revenue account. The discrim- 
ination has no special implications over a long period for 
the holder of investment trust shares, because the profits 
of the company, whether on revenue or capital account, 
come to him eventually, either by way of increased divi- 
dends, bonuses, or the capitalization of reserves. 

The main features of the ordinary type of investment 
trust were fully developed in the period from 1871 to 1895, 
and therefore we shall have no cause to recur to the subject 
when dealing with subsequent years. Our reference to 
the fixed trust represents one of those leapings forward 
out of the strict bondage of period, a departure which 
readers were warned would be inescapable as we neared 
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the twentieth century ; for the fixed trust was introduced 
to Great Britain in 1931. The departure made, we may 
record that a year later the ordinary kind of investment 
trusts — ^both English and Scottish — formed a common 
organization for the protection and advancement of their 
interests, some £300 millions of capital being represented 
in the organization. Such an organization clearly has great 
power to secure by collective effort the fair treatment of 
investors by states and companies, and since subscrip- 
tions by investment trust companies contribute sub- 
stantially to the success of new issues of capital, Govern- 
mental or otherwise, the organization has monitory powers 
in this direction also. 
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LATER VICTORIAN YEARS! MAINLY OF SINKING 
FUNDS AND CONVERSION SCHEMES 

Threepenny Income Tax — Halcyon days and minor strains — A new 
Sinking Fund — Sir Stafford Northcote helps himself — ^Treasury Bills 
— A sign of inflation — ^The chilling of Mr. Childers — ^Mr. Goschen's 
Conversion Scheme — His three main things — ^The measure of success 
— A common defect 

Turning now to a consideration of the national finances 
in Great Britain during the period under review, the key- 
note may perhaps be found in the fact that the Income 
Tax in 1873 was 3d. in the £, or a id. less than in 1866. In 
the interval between these years the Income Tax had been 
as high as 6d. in the £. Proverbially, neither men nor 
nations know when they are well off, and it might have been 
thought from the amount of agitation in some quarters 
that a 6d. Income Tax foreshadowed the approaching 
end of the world. Indeed, even a 3d. Income Tax was 
alleged to be unendurable, and Mr. Gladstone in his Elec- 
tion Programme of 1874 suggested the abolition of the 
tax altogether. However, Mr. Gladstone was not returned 
to power on that occasion. The Income Tax remained ; by 
twenty years later, that is, in 1894, it had risen to 8d. in 
the £. 

Whatever may have been thought at the time, those 
were really halcyon days, as far as the nation's debt and 
taxes were concerned, and whereas most countries, with 
more or less justification, were adding to their obligations 
Great Britain substantially reduced her commitments. 
Thus, the National Debt at the end of 1872 was £790 
millions, and by the end of 1895 just under £656 millions. 
Admittedly, agricultural and trade depression was in evi- 
dence from 1876 to 1880; and in 1877 apprehensions of a 
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war with Russia over the Near Eastern question caused 
alarm; in 1881 came the military disaster at Majuba, 
followed by that of Khartoum in 1885. But these were 
minor strains compared with what the nation had with- 
stood before and was to endure thereafter. Sir William 
Harcourt may have been premature by only a few years 
when he described economy in national expenditure as 
‘'a lost art/' but there was not much of which to complain 
in the years which were the occasion of his misgiving. 
It is true that the national expenditure for 1895 was £15 
millions higher than for the year a quarter of a century 
previously; but in the meantime the population had 
increased by millions. 

A New Sinking Fund 

The attempt to reduce the National Debt began early, 
Sir Stafford Northcote, the then Chancellor of the Ex- 
chequer, proposing in 1875 a new form of Sinking Fund. 
Since 1829 there had been in operation the Sinking Fund 
that had replaced Pitt's wild redemptive scheme. The 
1829 Sinking Fund plan, we may recall, merely provided 
that a surplus of revenue in any year should be placed to 
the credit of a Fund for the redemption of the National 
Debt by purchase and cancellation of Stock or by other 
means. Actually, between 1829 and 1875 some £50 millions 
of National Debt had been reduced, largely by means of 
the Fund, or at the rate of somewhat over £1 million a 
year. This was not rapid progress. But in the nature of 
things little more could be accomplished under the existing 
arrangements, unless Chancellors sought not to balance 
their Budgets, but by means of taxation to secure substan- 
tial surpluses in order to devote them to the Sinking Fund. 
What the Sinking Fund had received during forty-six 
years had been mostly very small allocations when the 
Chancellors found themselves on the right side; it need 
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hardly be added that this comforting position was not 
invariably reached. Sir Stafford Northcote proposed to 
modify the yearly estimates so that a fixed sum would be 
available for Sinking Fund purposes, and also to retain the 
old Sinking Fund, the arrangements of which decreed that 
any surplus that happened to be realized in any year would 
be devoted to the redemption of the National Debt. 

Sir Stafford Northcote Helps Himself 

The New Sinking Fund was not to come into operation 
until 1878 ; in that year there was a Budget deficit of 
£2,640,000, in the following year one of £2,292,000, and 
for 1880 the deficit rose to £2,841,000. The outcome was 
that during these three years neither the Old nor the New 
Sinking Fund was anything more than a name; the 
Chancellor increased the National Debt by borrowing and, 
finally, in order to balance his Budget helped himself to 
some of the money accumulated in the Sinking Fund. 
From that day forward the Sinking Fund has been farcical ; 
indeed, such an element was never entirely absent from 
its composition before the days of Sir Stafford Northcote 
and probably never will be. Ridiculously small in relation 
to the volume of the National Debt, the Sinking Fund 
is subjected to “raids'* from time to time by Chancellors 
of the Exchequer, upon whose misappropriations the 
stamp of righteousness can always be ingeniously placed. 

The Introduction of Treasury Bills 

Sir Stafford Northcote's claim to be remembered by 
succeeding generations rests rather upon his introduction 
in 1877 of the system of Government borrowing for short 
periods by means of Treasury Bills. Hitherto, short term 
borrowing by the Government had been by means of 
Exchequer Bills, the origin of which we discussed in 
Chapter V. Exchequer Bills, as they existed immediately 
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before 1877, enabled the Government to borrow for terms 
of twelve months or longer, but for no lesser period. Fre- 
quently, however, the needs of the Government would 
have been met by borrowing for shorter periods had the 
machinery been to hand, and by doing so Government 
finance would have benefited from a lower rate of interest. 
Therefore, Treasury Bills were created to run for three, 
six, or twelve months ; these Bills bear no specified rate 
of interest, but are tendered for at a discount, the Gov- 
ernment accepting the tenders which, on the average, 
work out most favourable to itself. But whilst no interest 
as such is payable it is easy to see that if the Government 
accepts, let us say, tenders at an average of 5s. for 
Treasury Bills repayable at £100 in three months’ time, 
the Government is really paying slightly over 3 per cent 
per annum for the convenience ; similarly, with Treasury 
Bills for longer periods. 

A Sign of Inflation 

Treasury Bills rapidly became established as the pre- 
dominant short term security, and the old system of issu- 
ing Exchequer Bills was eventually discarded. Treasury 
Bills are primarily investments for banks and discount 
houses, tenders for less than £5,000 worth not being 
considered. If we were to discuss fully the part which 
Treasury Bills play in the national economy we should 
have to enter into Government Finance and general 
banking practice to an extent not justified by our theme. 
But we may remark that whether or no the Government 
of the day is pursuing an inflationary policy is indicated 
by, among other signs, the amount of Treasury Bills in 
existence. No clearer instance of this is likely to be afforded 
than is provided by the years of the Great European War 
from 1914 to 1918. The amount of Treasury Bills in exist- 
ence at the end of 1914 was £99 millions, from which they 
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rose to slightly over ;£i,ioo millions at the end of 1919 — 
the year after the termination of hostilities. This more 
than ten-fold increase of Treasury Bills reflects un- 
paralleled, stupendous inflation. The figures for the next 
decade reveal the Government's policy of deflation, the 
amount of Treasury Bills in existence at 31st March, 1928, 
being £527 millions, rising to £955 millions by November, 
1933 as a result of a phenomenal happening which will be 
described in the due place. Broadly speaking, deflation 
implies the restriction of credit, inflation the expansion 
of credit, courses which have a direct bearing upon the 
trend of security values one way or the other, and of the 
possibilities of which the investor who wishes to safeguard 
himself should be aware. We must leave this matter for 
the time being and take our way back to 1884, when nearly 
all of the Government Debt then in existence could either 
be repaid at par without notice or on giving notice of one 
year. 


The Chilling of Mr. Childers — 1884 

In this year the tendency for interest rates to fall was 
already marked, and the Chancellor of the Exchequer, 
Mr. Childers, offered to holders of the Government Stocks 
which might be cancelled by the payment of cash new 
securities bearing a lower rate of interest but which would 
be practically of an irredeemable nature. The proposal 
was cold-shouldered by the banks, and this would-be 
Conversion Scheme has to be set down as a complete 
failure. Under these circumstances there would be little 
point in discussing what Mr. Childers had in mind, par- 
ticularly as where he failed, another was four years later 
to achieve overwhelming success. That other was Mr. 
Goschen, who besides being a skilful politician was also a 
financier of outstanding ability. Additionally, the fates 
were kind to Mr. Goschen ; in four years financial temper 
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had so changed that there was haste to convert where 
there formerly was refusal to do so, and the attitude of the 
banks had altered to such an extent that they were 
all in favour of accepting less generous terms than those 
which Mr. Childers had offered and on which they had 
frowned. 

Mr. Goschen's Conversion Scheme — 1888 

It will perhaps conduce to clarity if we tabulate the 
kinds of Government Stocks with which Mr. Goschen 
dealt ; accordingly the details are set out below — 


Amount and 
Description 


Government’s 
Right of 
Repayment 


General Remarks 


I* ;^ 69 ,ooo,ooo 
Reduced 3% 

II. ;^323,ooo,ooo 
Consd. 3% 


III. ;£i66,ooo,ooo 
New 3% 


IV. ;^34,ooo,ooo 


At par, on giving 
one year’s notice. 

Ditto. 


At par, without 
giving notice. 


This Stock was created 
under Mr. Pelham's Con- 
version Scheme of 1750. 

As the title conveys, orig- 
inally a consolidation of 
various 3 per cent Annu- 
ities. The consolidation 
of the Annuities took 
place in 1752, but further 
issues of the Stock were 
subsequently made. 

This Stock was created 
under Mr. Goulburn’s 
Conversion Scheme of 
1844. 

Represents various Annui- 
ties which the Govern- 
ment had power to ter- 
minate ; for the purposes 
of Mr. Goschen’s Con- 
version Scheme these An- 
nuities were regarded 
as ordinary Government 
Stock. 


592, 000,000 


Total Amount dealt 
with by the Con- 
version Scheme of 
1888. 
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His Three Main Things 

Mr. Goschen remarked when introducing his Scheme 
that he had learnt three main things from the history of 
past Conversions. '' The first is that it is advisable to avoid 
nominal additions to capital, as it may cause eventual loss 
to the Government, and it would be likely to prevent the 
success of the Bill in Parliament. Secondly, to avoid 
complicated options and not to give people a large number 
of things to decide upon, because they will not understand 
them, and if they do they will never make up their minds, 
but give them one thing only and they will take it. The 
third is, that guarantees against redemptions or further 
reduction in the interest for fixed periods have generally 
been appreciated and give stability, something upon which 
people can rely.*' The second of Mr. Goschen's observa- 
tions, at least in so far as it refers to offering people one 
thing and they will take it, is clearly an estimate of human 
nature which might form the basis of many forms of 
activity wherein it is sought to persuade masses of men and 
women. It cannot be said that avoidance of nominal 
additions to the amount of Government Stock in issue has 
been the anxious concern of every Chancellor since Mr. 
Goschen; indeed, several of his successors have claimed 
that as long as the yearly interest charge of the National 
Debt is reduced, increases of the amount of the Debt are 
unimportant. If an addition to the National Debt is of 
an irredeemable nature, and if also, by reason of monetary 
or other conditions, the interest weight of the whole debt 
is unchanged or lower, then the claim to which we have 
referred is not without justification, and there is no possi- 
bility of eventual loss to the Government. With regard to 
Mr. Goschen's third point, while guarantees against 
further reductions of interest may rightly be appreciated 
provided the interest guaranteed is adequate, a guarantee 
against redemption is by no means in all cases an unmixed 
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blessing. It has to be noted that a stock which bears a 
low interest and which has no guarantee of redemption at a 
fixed price within a period specified stands always in danger 
of the emergence of fresh stocks bearing a higher rate of in- 
terest and having an equal status. Actually, the Conversion 
Loan which Mr. Goschen issued was not irredeemable; 
but it could not be redeemed until thirty-five years after 
the date of issue when, as it happened, conditions proved 
to be such that redemption was out of the question. 

The Measure of Success 

Mr. Goschen offered to holders of all of the securities 
mentioned in the table on page 137 a Stock which was to 
bear interest at 3 per cent until April, 1889, 2| per cent 
from April, 1889, to April, 1903, and 2 J per cent from April, 
1903, to April, 1923, and since no Government in 1923 or 
after had used its option to redeem, in 1933 Mr. Goschen*s 
Consols were still bearing interest at 2| per cent. All who 
surrendered their Old Stock speedily and accepted the New 
Ayere granted a small bonus, and stockbrokers, bankers, and 
others who lodged assents on behalf of their clients before 
a certain date received a commission. So successful was 
the Scheme that holders of only £ 11 ^ millions of the total 
of £592 millions of Stock involved demanded payment of 
cash. The cost of the Conversion Scheme in bonuses, 
commissions, extra dividends, and remuneration to the 
Banks of England and Ireland was £3,010,000 ; the imme- 
diate saving in interest on the National Debt was £ij 
millions per annum ; a further £i J millions per annum was 
to be saved when the interest on the Conversion Stock 
was reduced from 2j per cent to 2J per cent. 

A Common Defect 

So trusting was the mood of the time that the Conver- 
sion Scheme swiftly caused advances in the prices of all 
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British Government Stocks and, to quote a newspaper 
of that day, "it almost seemed as if a reduction in the rate 
of interest was regarded by members of the Stock Ex- 
change as a boon to Fundholders, for which they can be 
duly thankful, and which would add to the market value 
of their property." Nor was such a regard, however irra- 
tional fundamentally, soon to be made to appear foolish ; 
for in 1895 each £100 of Conversion Loan, that is. Stock 
the interest on which had been reduced from 3 per cent 
to per cent, reached a price of £114 on the London 
Stock Exchange. Then was the time for wise people to 
have sold, more especially as in only a few years the inter- 
est on the stock was to be reduced by J per cent. Possibly 
wise people did so; by 1914 the price of the then 
24 per cent Consols had fallen to 70 and some banks were 
still busy writing off depreciation on their holdings ac- 
quired thirty years before. We have no evidence whether 
they were still doing so in 1920 when the price fell to 40. 
Conversion has much to be said for it ; but both the religi- 
ous and the financial kind have the defect in common that 
they tend to take from men an extremely useful element 
of scepticism, or more correctly, the capacity for pessi- 
mistic forethought. 



CHAPTER XIV 

TRUSTEE INVESTMENTS — 1889 TO I933 

Trustee Investments — ^The 1889 turning point — ^The Acts of 1893 and 
1925 — Colonial Stocks — Parliamentary guarantees — Some restric- 
tions — The 1925 Cxjmmittee — Untoward developments — The neces- 
sity of critical judgment — Possibly a stronger case 

The subject with which we have next to deal is that of 
Trustee Investments, of Stocks and Shares in which it is 
legally permissible for Trustees to invest funds which come 
under their control. It must be said at the outset that 
often the terms of the Trust contain restrictive clauses 
with regard to the type of security the Trustee is allowed 
to purchase, when from one reason or another he wishes 
to make an alteration in the disposal of the funds he ad- 
ministers on behalf of the beneficiaries of a will or other 
settlement. But where no such clauses exist, the invest- 
ment powers of the Trustee are determined by the State. 
The turning point in the attitude of the State toward 
Trustee Investments occurred in 1889; until then the 
position was extremely simple, the Trustee being only 
allowed to invest in 3 per cent Government Stock any 
money which became free under his Trust. No choice 
whatever was given him. In the year 1889, however, 
there was passed the Trust Funds Investment Bill, which 
enlarged the area of investments for the Trustee. The Bill 
did not include the stocks of Colonial Governments ; by 
far the most important of the new securities in which 
Trustees were given the option of investing were the Pre- 
ferred Stocks of all British railway companies that had 
paid a dividend of not less than 3 per cent on their Ordin- 
ary Stocks during the two years prior to the date of the 
investment. The emphasis upon the status of railway 
stocks, subsequently repeated but with greater reserve. 
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caused many solicitors and others acting as Trustees to 
invest heavily in this type of security during the next two 
decades. Some of the minors for whom they acted were 
to have cause in later life to regret this exaltation of rail- 
way stocks ; but so also were some to deplore the down- 
ward rush of the price of Government Consolidated Stock, 
which no less an authority than Mr. Gladstone had proudly 
declared to be ‘'the most intelligent thing inanimate."' 

The Acts of 1893 and 1925 

It was soon felt that the additional powers given to 
Trustees by the 1889 Bill were not nearly sufficient, and 
so the Bill was followed in 1893 by the Trustee Act, giving 
to Trustees a much wider range of stocks from which to 
select. Henceforward, Trustee Securities included the 
stocks generally of the British Government, stock of the 
Bank of England, the Bank of Ireland, those of the Metro- 
politan Board of Works, the London County Council, 
English water supply companies, of the Corporation of 
any municipal borough having a population exceeding 
fifty thousand, of any County Council, and certain issues 
of the Indian Government and Indian Railways. It is 
noteworthy that the stipulation with regard to Home 
Railway stocks was strengthened, the new requirement 
being that the Company should have paid a dividend of 
not less than 3 per cent per annum on the Ordinary Stock 
for ten years past. Additionally, Trustees were allowed to 
invest “in any of the Stocks, Funds, or Securities for the 
time being authorized for the investment of cash under 
the control or subject to the order of the High Court." 
Some of the Stocks added by this last were duplications 
of those authorized under other clauses of the Trustee 
Act ; but all of the Stocks allowable, whether by Act of 
Parliament or Rule of Court, were subject to the provision 
that the Stocks must not be redeemable within fifteen 
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years from the date of purchase. The most important 
of the Securities coming under the High Court Rule at 
that time were Local Loans Stock, created under the 
National Debt and Local Loans Act of 1887. It is unneces- 
sary for us to trace the history of these Local Loans; 
they represent expenditures formerly raised out of the rates 
and now met by Government-sanctioned borrowing on 
the part of the local authorities. Although certain Indian 
Stocks were included in the 1893 Act, no provision was 
made for the stocks of Colonial Governments. The omis- 
sion was rectified by the Colonial Stock Act of 1900, which 
gave power to Trustees to invest in a number of Colonial 
Stocks registered in England. 

The Colonial Stock Act remains in force at the time of 
writing, that is, 1933, but the Trustee Act of 1893 was 
succeeded by the Trustee Act, 1925. This Act, which, like 
its predecessor, did not apply to Scotland, does not vary 
in essential requirements from the earlier legislation. It 
will be sufficient for our purpose, as far as reference to differ- 
ences in Scottish law is concerned, to state that there are 
certain securities available for trustees in England which 
are not available for trustees in Scotland ; and vice versa. 

The Acts Further Considered 

The adding of over £7,000 millions to the British 
National Debt between 1913 and 1920 enormously in- 
creased the field of Trustee Investments. The first provi- 
sion of the 1925 Act is identical with that of the 1893 
Act, namely, that a trustee may invest any trust funds in 
his hands “in any of the Parliamentary Stocks or Public 
Funds or Government Securities of the United Kingdom.” 
But it must be observed that the United Kingdom does not 
now, as it did in 1893, include Southern Ireland, which 
in the interval had become a “Free State”; neither in 
^933 ^re the stocks of the Southern Irish Government 
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accorded trustee status under the Colonial Stock Act, as 
are the stocks of the Union of South Africa. Indeed, no 
Southern Irish security has trustee status with the excep- 
tion of Irish Free State Land Bonds, the interest on which 
is guaranteed by the British Parliament, while Bank of 
Ireland Stock has been retained as a trustee security, being 
regarded as an Irish rather than a Southern Irish Stock, 
and independent of changes of Government in one part of 
the Emerald Isle. Bank of England Stock remains in the 
1925 Act, and passing over “ the real or heritable securities 
we come to Indian Government Stocks, the clause concern- 
ing which we had better set out in the exact wording. 
Trustee status is given to “India Seven, Five-and-a-half, 
Four-and-a-half, Three-and-a-half, Three, and Two-and-a- 
half per Cent Stock, or in any other Capital Stock which 
may at any time be issued by the Secretary of State in 
Council of India under the authority of any Act of Parlia- 
ment, and charged on the revenues of India, or any other 
securities, the interest in sterling whereon is payable out 
of and charged on the revenues of India." 

Parliamentary Guarantees 

The next provision is that the Trustee may invest in 
any securities on which the interest is for the time being 
guaranteed by Parliament. The number of securities 
coming within this class is small, in 1933 numbering 
thirty-three. Twelve of the securities were on behalf of 
Colonies, Dominions, or Protectorates, one for a foreign 
Government, six for Home Shipping or Railway Com- 
panies, six for Home Industrial or Power Companies, and 
the remaining eight for miscellaneous enterprises. Imme- 
diately after the War of 1914-1918, the idea of Parliament 
guaranteeing miscellaneous securities gained in popular 
favour, but a reversal of public opinion soon occurred. The 
references in the 1925 Act to County Council, Water 
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Board, Water Supply Companies, Railways, and Indian 
Railways do not call for special comment. The Trustee 
Act can be made the subject of retrospective amendment, 
as, for example, when it is wished to include an investment 
which would otherwise not be covered. Such was the case 
with the Agricultural Credits Act of 1928, which author- 
ized investment in the debenture stock of the Agricultural 
Mortgage Corporation, formed under Government auspices 
to assist in the provision of credit for agriculture. The 
Housing Acts of 1919 and 1925 also legislatively added to 
Trustee Stocks. 

Restrictions on Purchases 
A restriction applicable to certain Trustee Stocks is 
that where a stock is redeemable within fifteen years of the 
date of purchase it must not be purchased at a price ex- 
ceeding its redemption value, and if redeemable at a more 
distant date at a price not exceeding 15 per cent over par, 
or the fixed amount at redemption. It would be well for 
the private trustee to consult a solicitor or stockbroker 
with regard to this clause and others. The Trustees Act 
is couched in pure Parliamentary language, but it has 
hardly the undeviating limpidity of The Pilgrim's Progress. 
It may be explained, however, that the price of a stock is 
not necessarily above par in the legal sense if it happens 
to be above 100. For example, a stock may be quoted at 
102 but be entitled to a dividend of 2^ per cent, or at the 
rate of 5 per cent per annum, for the six months preceding 
the time when the stock is bought. Under such circum- 
stances, the price of the stock is that which remains after 
deduction of the allowance for dividend ; in the example 
cited the net price would be 99^. 

The 1925 Government Committee 
The provisions of the Trustee Act are from time to time 
sub] ected to criticism by those interested in money affairs ; 



146 SHORT HISTORY OF INVESTMENT 

in deference to criticism a special Government Committee 
was appointed in 1925 to review the position with regard 
to Trustee Securities. The principal conclusions of the 
Committee were that the range of Trustee Securities should 
not be enlarged, and that the Securities should receive 
their status in future directly by public general statute, 
and not partly by local and private Acts. It is evident, in 
view of the large additions to British Government Debt as 
a result of the European War, that the argument that 
Trustee Securities should be increased because of an exist- 
ing scarcity was not one which could be substantiated. 
The Committee rightly remarked that to make consider- 
able additions to Trustee Securities might reduce the value 
of the Trustee Securities already in existence. The fact 
that the Supreme Court had power to increase Trustee 
Securities theoretically removed from the complete con- 
trol of Parliament the rate of increase in the Trustee type 
of security. Actually, no such danger had arisen from the 
Court's power, which had been sparingly used. Neverthe- 
less, the Committee's recommendation that the authorized 
range of Trustee investment should in future depend 
directly and solely upon statute was a sensible suggestion 
of unification. 


Untoward Developments: Home Railways 
AND Australia 

The recommendations of the Committee with regard to 
placing Trustee Investments under a single statutory 
control were not immediately acted upon, but the Govern- 
ment endorsed the Committee's opinion that additions to 
the categories of Trustee Investments were unnecessary 
and undesirable. Not all of the critics were satisfied with 
the decisions of the Committee, and as it happened the 
hands of the doubters were strengthened by developments 
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ill connection with two classes of Trustee Securities — 
British Railway Stocks and those of Australian States and 
the Australian Commonwealth. In 1931 the London & 
North Eastern Railway failed to pay full interest on a 
junior preference stock, and the whole of its fixed interest 
securities lapsed from trustee status; but although the 
Southern and Metropolitan Railway Companies failed to 
pay the prescribed 3 per cent on their Ordinary Stocks the 
prior stocks of these companies were retained in England 
as Trustee Investments, but not in Scotland in the case of 
the Southern. It stood revealed that the endeavour to 
retain certain British Railway Stocks as Trustee Invest- 
ments was putting a severe strain on the original concep- 
tion of the Trustee Act, and especially was it remarked 
that the London, Midland & Scottish 4 per cent Preference 
Stock was being retained as a Trustee Investment, although 
the dividend had not been actually earned. It is not 
surprising that extraordinary facilities were given whereby 
Home Railway Stocks might retain their Trustee position. 
Railways were for long one of the most cherished material 
possessions of the British Isles, and their stocks held. by 
tens of thousands of investors, many of humble means. 
If it had been possible in 1893 to foresee the effect upon 
the railways of road competition, then the inclusion of 
Railway Stocks as Trustee Investments might have been 
more cautiously undertaken. The relating of trustee status 
to the payment of Ordinary dividends seems to deserve 
disapproval under any circumstances ; for the maintain- 
ing of Ordinary dividends in order to retain that status 
might lead to payment in dividends of moneys which 
should be placed to Reserve. 

Trustees and the Critical Faculty 

So far as Australian Government Stocks are concerned 
it is possible that the indiscriminate granting of trustee 

XX — (Cxa) 
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status to them may have led to excessive borrowing on the 
part of this Dominion; for the Trustee Stocks of the 
Australian Commonwealth and States were in 1933 seven 
times the amount of the Trustee Stocks of Canada. The 
temporary defaults of Australia produced the admission 
that the British Treasury had no control over Dominion 
borrowers and that, excepting by means of special legis- 
lation, a Colonial Stock cannot be removed from the Trustee 
List even though its interest is not paid. It must be com- 
mented, however, as far as Australian financial excesses are 
concerned, that it is unreasonable to argue that because a 
stock is classified as a Trustee Security, trustees are not 
to exercise their critical faculties, or, at any rate not to 
seek the aid of the critical faculties of investment experts. 
Trustee Securities which were also Australian Govern- 
ment Stocks were for years eschewed not only by trustees 
but by many investment trust and insurance companies. 

So, too, with Home Corporation Stocks. It is true that 
granting of trustee status to the stocks of corporations with 
a population of 50,000 or over seems to be a rather loose 
procedure in the absence of some additional safeguard 
more precise than contained in the Municipal Corporation 
Act of 1834, passed half a century before the extension 
of Trustee Securities. But here also the trustee must 
exercise his own or make use of other people*s judgment. 
He should be aware that the standing of one British cor- 
poration is not inevitably as good as that of another, 
although as a matter of fact untoward events have hardly 
ever proved the contrary. It should be noted, too, that 
the tendency is for private judgment to be usurped by 
collective judgment embodying wider experience ; trustee- 
ships pass more and more into the hands of the Public 
Trustee, banks, and insurance companies; the Public 
Trustee alone having responsibility in 1933 for over 28,000 
trusteeships of a total value of nearly £314 millions. 
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Possibly a Stronger Case . . . 

Possibly, in spite of the large number of Trustee Invest- 
ments already available, there is a stronger case for widen- 
ing the field of Trustee Securities than was conceded by 
the 1925 Committee; yet clearly the error of too rigid 
exclusion is much to be preferred to the one of too generous 
inclusion. It has been said responsibly that it is anomalous 
to exclude building society shares from trustee status, as 
it is to exclude securities of the soundest industrial con- 
cerns. But building societies have their ups and downs 
and their periodical crises, and they may vary their rate of 
interest at any time. We might give the building societies' 
securities an honour in fair weather which we should regret 
having given in foul. With regard to industrial companies, 
well, there was a commercial crisis in 1929 and for several 
years afterwards which might give us pause on this point. 
By the test of ability to meet obligations in all the chang- 
ing scenes of life, we should have to bestow the trustee 
accolade on the stalwart shares of catering, coal mer- 
chanting, and retail chemist companies. It would be 
making an enticing distinction for the sake of a dubitable 
gain. 
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Commercial and financial crises — ^The happenings of 1890 and 1893 — 
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Commercial and financial crises recur with such apparent 
regularity that some persons have ascribed the phenomena 
to the operation of divine ordinance, and have claimed 
that the celebrated dream of Joseph contains a lesson 
applicable to all history and to all that will become history. 
Others of a different turn of mind have related sun-spots 
to business depression and have alleged that the appear- 
ance of the former is swiftly and inevitably followed by 
the development of the latter. Mundanely disposed per- 
sons such as ourselves, however, travel a matter-of-fact 
road, and for us the occurrence of widespread business 
inactivity is mainly the result of imperfect knowledge 
of the laws of sensible living or the breaking of those laws 
which are fully perceived, but which it is inconvenient to 
observe. The consequences of these limitations of vision 
or deficiencies of conduct become more serious as the 
world grows complex, as capital flows from one nation to 
another, and as trade between the nations nets itself so 
as to be inextricable, save by violent dissociation. 

So far, although a reference to acute commercial depres- 
sion occurs early in this book no single chapter has been 
devoted to that subject or to the allied one of a financial 
crisis. Naturally, prolonged commercial depression pro- 
duces financial difficulties both for Governments and for 
individuals; we shall have more to say upon this when 
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we are nearing the end of our inquiry. But financial strain 
can proceed from a purely financial origin ; it is with two 
expressions of this type of crisis that the pages immedi- 
ately ensuing are concerned. They are, perhaps, not major 
crises, although at least one was declared to be so at the 
time, and the moral to be drawn from them is not solely 
an investment one. Nevertheless, both crises produced a 
sharp fall in the quotations of Stock Exchange Securities, 
and, since the well-armed investor is he who can gauge the 
approach of falls as well as of rises, we must see if we can 
make one or two lessons plain to him from the happenings 
of 1890 and 1893. 

The South American Shadow 

It was evident in 1888 to anyone who cared to look at 
the facts that trouble was brewing; in that year £160 
millions of new capital issues were made in London, 
followed in 1889 by new issues to the extent of £190 
millions. The power of the Home Market to absorb new 
offers of capital had been competently estimated at that 
time as from £100 to £120 millions per year; therefore, it 
must have been the case that large amounts of the new 
capital placed in 1888 and 1889 had passed into the hands 
of persons who would have to get rid of their holdings at 
no distant date ; some of these persons were only waiting 
the first opportunity to snatch premiums on their shares 
when the Stock Markets were burnished into sufficient 
glamour to trap the unsuspecting. Capital chiefly flowed 
during these two years into various South American 
shares, home brewery shares, and the shares of mining 
companies, principally those engaged in North America 
and Africa. The sum subscribed for mining ventures in 
1888 was £52! millions, and in 1889 £41 millions, figures 
which show that the speculative spirit was riding high. 
That the authorities were well aware of the dangers which 
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threatened is plain from the fact that the Bank Rate at 
the opening of 1890 was 6 per cent, to which it had been 
raised in the November preceding, comparing with an 
average of just over 3^ per cent for the whole of 1889. 

Possibly, the dearness of money diminished the specu- 
lative fever in Britain ; but in January, 1890, the shadow 
thrown from a conviction that South America and especi- 
ally Argentina had over-borrowed began to deepen over 
the Stock Exchange. Then, too, Brazil had had a revolu- 
tion a few months before and was now in the throes of 
riotous finance, a state of affairs which naturaJly increased 
the feeling of nervousness in London. 

Argentine Flotations 

Argentina had been growing in British estimation for 
nearly a decade, ever since she abolished internal customs 
dues between her various constituent States and had 
accomplished some measure of practical federation. Gen- 
eral Roca, the then President of the Republic had in 1880 
made Buenos Aires the chief place of revenue collection, 
the revenues there collected being apportioned to the needs 
of the Republic as a whole. The step was one which knit 
the States more closely together and enhanced the power 
of the National — ^that is of the Central — Government of 
Argentina. But the Provincial Governments were still 
left with extensive financial powers, and we find in 1890 
that not only had the National Government contracted 
loans, fourteen Provincial Governments had also borrowed 
internally and externally and had printed a vast amount 
of paper money, the backing of which was less than 
hypothetical. 

In 1880 Argentine securities to the face value of £40 
millions had been floated in Great Britain and other 
European countries, an amount which has to be related 
to Argentina's total population, at that time between four 
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and five millions. Emphasis was put, however, not upon 
population, but upon the 1,153,000 square miles of Argen- 
tine territory and upon all the hopeful possibilities of a 
young country, potentially a rich agricultural producer. 
As far as Argentina’s external debt was concerned, the 
amount at the beginning of 1890 was about £22 millions, 
a figure which does not lend itself to pronouncedly adverse 
criticism ; with regard to domestic finance, a very different 
story has to be told. In 2^ years approximately £38 
millions had been advanced on mortgages on land, these 
mortgages, or cedulas, as they were called, being issued 
with the approval of the National and the Piovincial 
Governments. The result of assigning a fictitious value to 
land and making liberal loans on the basis of the fictitious 
value was the continuous issue of paper money and a 
general condition of inflation bringing about rampageous 
rises in prices of commodities. 

The London Issuing Houses 

It is desirable, in order that the subsequent turn of 
events in London may be the better appreciated, to set out 
at this stage particulars of issues of Argentine securities 
of amounts of £1,000,000 and over, handled by London 
firms in the eighteen months to the end of 1889. The 
details are set out in the table on page 154. 

The Commitments of Baring Brothers 

The word “handled” was used in the introductory sen- 
tence relating to the table because the £5,000,000 Loan on 
behalf of the Buenos Aires Water Supply and Drainage 
was not successfully launched ; the failure betokened the 
imminence of storm. It will be noticed that the firm of 
Baring Brothers was specially involved in Argentina; 
indeed, much more heavily than appears from the calcu- 
lated figures of issues, because as merchant bankers the 
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Argentine Issues of over 000,000. Mid- June, 1888- 
End 1890 


Description 

Amount 

London 

Issuing House 

Argentine Government 4^% Loan 
Buenos Aires Water Supply and 

i 

3,442.000 

Baring Brothers 

Drainage .... 

5,000,000 

,, ,, 

Buenos Aires Western Railway 

2,500,000 

,, ,, 

Ditto 4% Debentures . 

1,000,000 

,, ,, 

City of Buenos Aires 4^% Loan 
Argentine Northern Central Rail- 

1,716,000 

C. de Murrieta and Co. 

way 5% Bonds . 

1. 1 33. 000 

Province of Entre Rios 6% Loan 

1,164,000 

,, ,, 

Cordoba Central Railway. 
Argentina North Eastern Rail- 

2,342,000 

.. 

way . . ... 

1,020,000 

Antony Gibbs & Son 

City of Buenos Aires 6% Loan 

1,306,000 

L. Cohen 

City of Rosario 6% Loan 

1,021,000 

Heinemann 


firm carried on an extensive discounting of bills in connec- 
tion with Argentine trade. As the issuing house most con- 
versant with the actual state of affairs in Argentina, Baring 
Brothers were subjected to much criticism from conser- 
vative quarters in the City, it being alleged that the best 
service Barings could have rendered both to the British 
public and the Argentine Government was to have refused 
to attempt to float Argentine issues until the Argentine 
Government had at least shown some appreciation of the 
realities of the situation. This may have been counsel 
of perfection; but certainly what happened afterwards 
added to the City's esteem of the critics. Not many months 
of 1890 had elapsed before it was evident that the Argen- 
tine Government could not meet its guarantees on external 
railway and other loans, prices of Argentine securities 
tumbled violently in London, and in Argentina itself the 
officially instigated gamble in land collapsed. 

It soon became known that Baring Brothers were in 
difficulties, with total liabilities of £30^ millions, but 
with assets which, if they could but be realized, were 
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estimated to have a value of £33^ millions, the surplus 
over liabilities being thus £3 millions. The main source of 
danger was in the acceptances of Baring Brothers, which 
amounted to £15! millions; in order to deal with these 
the Bank of England initiated concerted action by the 
great banks generally, and a guarantee was provided, the 
sum actually covered by this Fund amounting to £17 
millions. 

Baring Brothers and Overend, Gurney — 

A Sharp Distinction 

The guarantee, at first for the full and then for a reduced 
amount, was continued until January, 1895, when the 
guarantors were released. Before the crisis in connection 
with Baring Brothers actually came to a head, the Bank 
of England had strengthened its gold reserve by £4! 
millions, of which £i J millions had been obtained by the 
sale to the Russian Government of Treasury Bonds held 
by the Bank; the other £3 millions represented a gold 
loan from the Bank of France for three months at 3 per 
cent, with the option of renewal for a further limited term. 
Renewal was not required and the gold was shipped back 
to France. 

The Baring crisis had been termed a “rich man’s crisis,” 
and so in a sense it was ; for it appeared that the principal 
difficulty, apart from the question of meeting Barings’ 
acceptances, was that many underwriting and similar 
institutions had large amounts of securities in their posses- 
sion which they were unable to sell to the public at a profit 
or even at cost price. 

That the confidence of Baring Brothers in Argentina was 
not altogether misplaced is shown by the recuperation 
within a few years of both Baring Brothers and Argentina. 
Certainly a sharp distinction must be drawn between the 
Overend, Gurney crisis of 1866 and the Baring crisis of 
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1890. Baring Brothers committed errors of financial policy ; 
the directors of Overend, Gurney had to thank the notions 
of justice prevailing in the 'sixties that they escaped the 
savage sentences which were then meted out to humble 
persons, whose financial misdemeanours were slight. 

The 1893 Agreement — and the 1896 
Non-fulfilment 

The story of the Argentine financial excesses would not 
be complete without some reference to what happened 
to the holders of Argentine securities. In 1893 a committee 
of English creditors under the Chairmanship of Lord 
Rothschild made the offer of a three years' moratorium to 
the Argentine Government, subject to certain conditions, 
the most important of which was that a specified amount 
of the paper money then in existence should be retired 
each year. Interest payments on the Debt were to be 
resumed at the end of the three years. The Argentine 
Government accepted the proposals with alacrity, as it 
might well do, the Government being in an awkward 
comer and the offer of the Rothschild Committee a reason- 
able one. Nevertheless, while the Argentine Government 
gladly accepted the period of grace, it did not retire the 
paper money as agreed, and neither was it willing at the 
end of three years to pay the full rate of interest on its 
loans, proposing instead a permanent reduction of the 
rate. This being so, the Report of the Corporation of 
Foreign Bondholders for 1896 included among the loans 
then in default the subjoined melancholy items — 


Argentina 

Principal 

Outstanding 

Interest 

Arrears 



1 

Provincial Loans .... 

20,301,000 

5,682,000 

Municipal Loans .... 

2,452,000 

743,000 

Provincial ** Cedulas " 

13,697,000 

2.330,000 
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Eventually a fresh arrangement was made to the glory 
of the Argentine Government and the discomfiture of the 
English bondholders. 

It is said that he who runs may read ; certainly those 
who ran after Argentine securities in the early 'nineties 
had something over which to ponder. There have been 
honourable exceptions ; usually, however, the lender who 
hopes that an agreement made by a defaulting country to 
recompense him at a future date will be carried out strictly 
in accordance with the original terms is like unto the lover, 
and insufficiently allows for the cooling effects of Time. 

Banking Troubles in Australia 

Only two years passed after the coming to a head of the 
Argentine crisis when financial trouble developed in 
another young country ; in 1893 thirteen Australian banks 
suspended payment with total liabilities of £io^ millions, 
or about half the total liabilities of all the Australasian 
banks. 

It was estimated that over £40 millions of the deposits 
affected represented British money which had flowed to 
Australia in response to the tempting baits of high interest. 
So anxious were the banks to obtain deposits that in some 
cases commissions had been paid to secure them. The 
banks were confident that they could pay a high rate of 
interest and yet re-lend profitably. But to base rates of 
interest for banking loans on the potential riches of a 
young country is to under-estimate the difficulties which 
usually attend development, and unintentionally to 
capitalize disappointments and delays. 



CHAPTER XVI 

WE END OUR SURVEY OF THE 187I-1895 PERIOD 

An event of 1878 — Currency developments — The monetary genius of 
Britain — ^The Gold Standard — In a minor key — The railway array 
— Dull directors and dishonest — Shareholders’ pride—Walter 
Bagehot’s inquiry — John Stuart Mill on the export of capital — An 
inkling — Further reflections on the flow of capital — Giffen’s estimate 
— Overseas securities in 1893 — Christmas, 1895 

Lest some one should otherwise kindly inform us that 
Professor Bell and Colonel Reynolds demonstrated the 
possibilities of the telephone to Queen Victoria on 14th 
January, 1878, we hasten to assure him that we are well 
aware that this happened. Admittedly, the use of the 
telephone has had an enormous influence upon investment 
and more upon speculation ; but so, for that matter, has 
it had upon many other things connected with the ‘'daily 
round, the common task,'* which, according to the revised 
version of an originally dreary couplet “ne'er furnish all 
we need to ask.'' In other words, it would be impossible 
to touch upon all of the events and foreshadowing of 
events which, in one way or another, have a relation to the 
uses to which men put their money. Nevertheless, before 
we end our survey of the 1871-1895 period with a little 
philosophizing we may make the picture more agreeable 
to the eyes of those who abhor sackcloth simplicity, for 
whom enough is by no means as good as a feast. 

Currency Developments: the British 
Monetary Genius 

Taking currency developments first, we may record that 
in 1871 Germany relegated silver to a subsidiary position 
and accepted a gold standard, a course which was followed 
in 1872 by Sweden, Norway, and Denmark, and between 
1872 and 1880 by other European countries, including 
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those of the so-called Latin Union ; thus there was a wide- 
spread approximating to the monetary system which 
Britain established for herself in i8i6. The movement 
in favour of gold was significant, emphasizing as it did, not 
alone the merits of the metal, but also the monetary genius 
of Britain whose rise as an investing nation was largely 
an outcome of her early perception of the basis of sound 
money and of that expression of her island temperament 
which led to an adventurous use of the power of credit. 
Whilst the monetary position of the United States in the 
’seventies was ill-defined, paper money playing a prominent 
part in her currency, it can be said that since 1834 gold 
had been gradually rising to supremacy in the nation’s 
currency arrangements. An attempt was made in the 
United States during 1893 to dethrone gold, or rather to 
give it a consort, but the ’’bimetallist ” agitation on behalf 
of a double monetary standard died down, its demise 
being hastened by the melodramatic manner in which 
fallacious theories were expressed. The widespread 
acceptance of a gold standard does not ensure stability 
to the value of securities, not even to those guaranteed by 
powerful Governments ; but for capital, as for commerce, 
the gold standard is a unifying factor lessening the area 
and the depth of possible financial disintegration. Adher- 
ence of countries to the principles of the gold standard 
must be held to have fostered the great expansion of 
investment which was so marked a financial feature of the 
early part of the twentieth century. 

Dull Directors and Dishonest 
The next item on our agenda is in a minor key, namely, 
a consideration of the possibility that some opponent of 
the capitalist system will take us to task if we fail to men- 
tion that the British Parliament in 1877 contained no fewer 
than 176 Railway Directors, all primed to defend in that 
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Assembly the ‘'vested'* interests of Railway Companies 
and their shareholders. It is true that the directors of 
Railway Companies in those days were more expected to 
exert their "influence " in their county and in their nation 
than they were to have any valuable knowledge of railway 
administrative problems. As a matter of fact, however, 
although the persistently heavy advocacy of the claims 
of Railway Companies may have been specially desirable 
in those days of pedestrian Parliaments, the Railway 
Companies were later to suffer by reason of the tradition 
of directorial dullness which they had created. 

It was not merely the Railway Companies which went 
astray. Directorships of other companies were frequently 
obtained without real working qualifications in the Vic- 
torian dog-days. The man of title who is willing to decor- 
ate prospectuses of semi-fraudulent companies with his 
name and be a decoy for the uncritical investor has been 
with us since a rank breeze blew from the South Sea; 
under the designation of "guinea-pig" his vices are set 
forth in all dictionaries of any pretension. But the sin of 
dishonesty among directors in the times where we now 
find ourselves was neither as common nor as financially 
dangerous as the virtue of mediocrity, which few thought 
fit to pillory. As long as Britain had special advantages 
in the pursuit of foreign trade and her companies the vari- 
ous privileges which come from being first in the field, 
the absence of first-rate men at the head of her industries 
was not a serious matter to the country as a whole or to 
the investing classes. But as competition increased be- 
tween nation and nation, and company and company, so 
it became evident that the fashion of ornamenting the 
Board Room would have to go out with the antimacassars ; 
and for the same reason. Reposing on chairs was not in 
accord with the exacting demands of a strenuous age. 

It must not be thought that directorial cupidity and 
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stupidity were entirely to blame for the tendency of 
companies to become organizations with neither a body 
to kick nor a soul to curse and, it might be added, a brain 
to think. Where shareholders in a concern are mostly 
working partners and sleeping partners the exception, 
there the personal element in business is pronounced. 
But if a shareholder is without pride in a company, is 
interested only in the dividends he receives, and is prepared 
to change quickly from a share in one business to a share 
in that business’s rival if the action is likely to swell his 
bank balance, then, if intellectual apathy can be charged 
against directors, moral apathy is the deadly sin of many 
shareholders. It will be recollected that this was a danger 
foreseen by thinkers centuries before. 

Walter Bagehot’s Inquiry 
Walter Bagehot had asked How can a soul be a mer- 
chant ? ” but so far no one had made a similar inquiry with 
regard to the investor. The ethics, the philosophy, and, 
indeed, the physical science of investment were but little 
the occupations of the Victorians, who were chiefly con- 
tent to receive, and when receipts declined in one direction 
to offset them from another, compensating opportunities 
not being lacking. John Stuart Mill had declared, with 
regard to investment abroad, that “the exportation of 
capital is an agent of great efficacy in extending the field 
of employment of that which remains : and it may truly 
be said that, up to a certain point, the more capital we send 
away, the more we shall possess and be able to retain at 
home.” He probably had most in mind that the develop- 
ing of other countries by British capital made available to 
the British manufacturer cheaper and more varied raw 
materials, and ensured ample supplies of food to the rapidly 
expanding British population. But British capital was 
serving other purposes as well ; it was being used to develop 



i62 


SHORT HISTORY OF INVESTMENT 


foreign and colonial industries which were to prove serious 
competitors with the industries of Britain, competitive 
at first in particular areas and then throughout the world. 

Unemployment in 1878 

An inkling of what was happening dawned upon many 
British business men in 1878, a year in which the percent- 
age of wage-earners unable to obtain work was higher than 
at any time since the Napoleonic Wars. But there was 
no disposition to urge that the export of capital should be 
supervised so that it could be related to the wisest concep- 
tions of the needs of the national economy. Dissatisfaction 
with business conditions in that year took the form of 
criticism of Free Trade, and pressure was brought upon the 
Government to reconsider the whole question of tariffs. 
But it was already a dogma with the City that a country 
which is a great lender must be willing to receive without 
hindrance the goods of those countries to which she has 
lent capital, since by so doing the earning of interest and 
the eventual repayment of the loans are facilitated. It 
was a point of view which was to command the direction 
of fiscal policy for another fifty years, and its abandon- 
ment then represented not so much a change of heart on 
the part of the City, as a reluctant yielding to a combina- 
tion of circumstances necessitating the defence of the 
nation's currency through the restriction of her imports. 

Further Reflections on the Flow of Capital 

The flow of capital abroad might perhaps have been 
better directed, but a little reflection shows that nothing 
could have been gained in the long run by restricting 
capital investment to within the home country. The 
development of competing industries abroad would not 
have been prevented. Capital for that purpose would 
have been forthcoming from elsewhere ; the trickle might 
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have been slower and thinner, but the ultimate result 
would have been the same. Nor can there be any doubt, 
in view of the haphazard way in which population then 
grew, that the food requirements of Great Britain neces- 
sitated the financing of supplies from abroad ; but it is cer- 
tainly an open question whether British agriculture need 
have been so nearly ruined in the process as it was. The 
Royal Commission of 1893 stated that agricultural values 
had diminished by one-half since 1875. Manufacturing 
industry had experienced no such setback in the period. 
It was the case that in the early 'nineties the rise of Ger- 
many and the United States as manufacturing countries 
had become marked, and in 1890 Britain lost first place 
as an iron-producing country. Nevertheless, the depres- 
sion of the late 'seventies past, exports of British manu- 
factures expanded; the course was irregular but exports 
for 1895 were £^2 millions higher than for 1878, and net 
imports, that is, imports after allowance for deduction 
of re-exports, had increased by £40 millions. 

British Capital Abroad in 1885 and 1895 
We may note that Giffen estimated British capital 
abroad in 1885 as £1,302,000, and other estimators, basing 
their calculations on Giffen, have concluded that the 
amount of British capital invested abroad in 1895 was 
£1,600 millions. We regard this figure as an under-estimate 
and think that the amount was over £1,700 millions. How- 
ever, taking the smaller figure of £1,600 millions, British 
capital abroad increased in the ten years by £298 millions. 
Exports in 1895 were only £13 millions higher than those 
for 1885. Modifying facts have to be taken into account, 
including that only part of the £298 millions was effective 
at any time during the ten years and during several years 
less than half. Further, the Index Number of Wholesale 
Prices for 1885 was 96, and for 1895 it was 83. If we were 
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to make a broad allowance for the fall in prices, as revealed 
by the Index Numbers, then exports in 1895 would be 
£46 millions higher than in 1885. Even so, the benefit of 
the British export of capital upon the export of goods 
during this period still does not seem an overwhelming 
one, although we must not overlook the advantage to 
home industry of the increase in receipts to British 
investors from interest on their investments abroad, an 
increase which, in spite of defaults, cannot have been 
less than £12 millions per annum. 

An Analysis of Overseas Securities in 1893 

It will be seen from the table given herewith of the 
Overseas Securities quoted on the Stock Exchange at the 
beginning of 1893, that the amount there shown as actually 
subscribed for foreign industrial companies formed a small 
proportion of the whole; but plainly much else of the 
money was spent in making transport and other conditions 
propitious for industrial development. The assumption 


Overseas Securities Quoted on London Stock Exchange, 
January, 1893 


{The figures represent the par value) 

Colonial Government Securities 
Foreign Gk)vemment Securities 
Colonial & Foreign Corporation Stocks 
Railways in British Possessions 

,, ,, India ..... 

„ „ United States .... 

,, ,, Other Foreign Countries 

Banks operating abroad .... 
Foreign Breweries ..... 
Gas Companies operating abroad 
Iron ,, 

Land and Mortgage ^mpanies 

Tea Companies ...... 

Telegraph Companies ..... 

Waterworks Companies operating abroad . 
Tramway Companies operating abroad . 
Miscellaneous Companies — Colonial and Foreign 


£ 

225.000. 000 

525.000. 000 

20.000. 000 

75.000. 000 

65.000. 000 

120.500.000 

127.500.000 

50.000. 000 

3.500.000 

6.500.000 
500,000 

100.000. 000 

2.500.000 

10.000. 000 

3.000. 000 

4.000. 000 

30.000. 000 


;fl, 368,000,000 
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must not be made that all overseas securities subscribed 
and, so to speak, still living, were represented by Stock 
Exchange quotations ; nevertheless, the percentage exclu- 
sion may be regarded as small. A more important consid- 
eration is that to the total of quoted British overseas 
investments at this time should be added banking deposits 
held abroad on behalf of Britons, representing, let us say, 
£50 millions, and private investments of some £250 millions, 
making the total of British overseas investments in 1893 
round about £1,668 millions. 

We Arrive at Christmas, 1895 

In the next period of our survey we begin to hear the 
challenge of new industries ; already in 1883 the artificial 
silk industry had begun to stir. There were as yet few 
signs of large industrial amalgamations; exceptionally, 
the Salt Union was building up a system of control of pro- 
duction and distribution, subsequently to become a gen- 
eral movement in British industry. But from the early 
'eighties onwards absorption of small banks by large was 
markedly in evidence. 

So we arrive at Christmas, 1895, fourteen years after 
Cecil Rhodes had formed his Chartered British South 
Africa Company, the time of ‘'Jameson's Raid." Histo- 
rians must pronounce upon the rights and wrongs of this 
famous incident ; but all men know that it did not produce 
peace and goodwill : and what followed the Raid was to 
add £150 millions to the National Debt. 
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It was on a Victorian summer^s day that a general visiting 
cadets* quarters at Woolwich was almost overcome by 
the sight of flowers and pictures in some of the rooms; 
such ornaments were sentimental and superfluous, un- 
worthy of those about to become soldiers and gentlemen. 
He voiced his indignation in a report upon which we 
happened to light while searching through Government 
papers to get information for this volume. Regrettably 
the generates thunder came to us rather late; for our 
labours were then well advanced. Nevertheless, we applied 
the moral to ourselves as drastically as we could. The 
lesson we drew was that we should not indulge in period 
decoration. Consequently, the years from 1896 to 1913 
will be sparingly dealt with, receiving only one chapter of 
treatment. 

It must be confessed that martial tones heard from the 
fleeting past are not the sole influence in bringing us to 
this decision ; there is the additional consideration that we 
have by this stage of our journey touched upon many in- 
cidents which tend to repeat themselves with just the little 
difference needed to make history. We should gain little by 
going over similar ground again, even though we were 
moving forward. Therefore, even facts as subtly flavoured 
as the discovery by China of the delights of foreign 
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borrowing or as crude as the American financial frenzy of 
1907 come merely in the category of our unconcern. 

From 1895 to 1900: The Horseless Carriage*' 

The last five years of the nineteenth century were not 
of a kind wherein constructive financial criticism was 
given much heed, although in 1900 the Companies Acts 
were once more tinkered with. Activities on the Stock 
Exchange during these five years were both feverish and 
unsavoury. Not all of the factors contributing to the fever 
were of a reprehensible kind; for example, we cannot 
condemn the stimulus provided by new inventions. These 
were the early days of the “horseless carriage," and pre- 
sumably people who risked their money in the first motor- 
car companies rendered a service to mankind. A curious 
feature of the times was the amount of new capital supplied 
to brewery undertakings, £36 millions being subscribed 
in the two years 1896 and 1897 — in the latter year £8 
millions more than was subscribed for Foreign Loans and 
£2 J millions more than for home industrial manufacturing 
companies. The esteem in which brewery company shares 
were held can be seen from the fact that in 1896 Guinness 
shares rose from 490 to nearly 700. 

Rigs, corners, and manipulations generally were the 
order of the day, the month, and the year. Some news- 
papers strove hard to protect the public from exploitation, 
but although it was a period of great City Editors, corrup- 
tion of the minor financial journalist was extensive ; for 
a consideration shares were recommended in the Press or, 
at least, adverse comment withheld. 

“Exclusive" Information: South African 
Mining Shares 

The man with any experience of the financial world 
will suspect that something of this kind is always going 
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on, as he will also that in a large number of cases the 
"exclusive*' information concerning the alleged good 
fortune of a company which adorns the financial columns 
of the Press has not been supplied from the purest of 
motives. His doubt will not be removed although the 
financial writer may obviously have penned the news in 
proud consciousness of being a recipient of disinterested 
confidence. We feel no call to linger over the common- 
places of human frailty ; yet we should set down that in 
one direction the manipulation of prices in the 'nineties 
became more than a local menace. The market value of 
the shares of forty-one South African mining companies 
in 1895 was nearly £122 millions ; by April, 1897, it was 
scarcely a third of this figure. An explanation was required 
and a dangerous one was to hand. "And now," com- 
mented The Economist, "shareholders are being told that 
their losses have arisen almost solely from the hostility 
of the Boer Government and the repressive character of 
the taxation which is throttling the industry; that, in 
fact, there will be no improvement until those who are 
anxious to plunge the Transvaal into war have their way." 

British Attitude to Foreign Debtors 

The resentful comment was justified, even though the 
riches of some of the South African mines proved to be 
greater than had been anticipated by the most sanguine, 
and though pin-pricking by the Boer Government did 
take place. But Egypt, the Transvaal, and a few lesser 
instances notwithstanding, the connection between British 
foreign policy and the claims of British stock or share 
holders has been on the whole of a milder kind than is 
sometimes alleged by those who have studied the subject 
from the angle of pre- judgment. Indeed, generally speak- 
ing, the British attitude to the debtor overdue with his 
payments, whether that debtor be of home or of foreign 
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nationality, has been one of a restraint carried to the ex- 
tent of generosity. It may be observed, as bearing on this 
matter, that in 1897 the executive of the Corporation of 
Foreign Bondholders was subjected to severe criticism 
by some of the Corporation's supporters on the ground of 
an allegedly too lenient treatment of defaulting foreign 
Governments. Conceivably, what was deemed to be 
excessive leniency proceeded from a clearer recognition 
by the executive of its own responsibilities and powers 
than was palpable to outsiders. Be that as it may, the City 
as a whole expressed its approval of the conciliatory policy 
whicli the executive pursued. 

1896 TO 1913: A Prosperous Period 

Apply any test you will and the period from 1896 to 
1913 is revealed as one of almost startling prosperity. 
Deposits in joint stock banks increased by more than 50 
per cent, the number of joint stock companies rose from 
19,400 to 60.700, and the paid-up capital from £1,026 
millions, to £2,425 millions. Exports of the produce of the 
United Kingdom increased from £226 millions to ;^525 
millions and re-exports of imported produce nearly doubled 
in amount. Despite the Boer War the total National Debt 
by 1913 had been reduced to a figure almost identical with 
that of 1895 ; in 1913 subscriptions of new capital reached 
£248 millions, or nearly £100 millions more than for 1896. 
This prosperity is traceable to a variety of causes; but 
the great surging impulse was the increase in the world’s 
output of gold from less than £41 millions in 1895 to £97^ 
millions in 1913, an increase which led to expansion of 
credit and currency and a consequent upward drive of the 
purchasing power of large numbers of people. Therefore, 
excepting for a few temporary recessions, the period of our 
present consideration was one of rising prices stimulating 
trade activity. Sauerbeck’s Index of Food Prices for 1895 
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was 64, and for Raw Materials 60. The corresponding 
figures for 1913 were 77 and 91, indicating that during the 
eighteen years food prices rose by approximately 20 per 
cent, and raw materials by 50 per cent. It can be said 
for all practical purposes that wages kept pace with the 
increase in the cost of living ; indeed, from 1896 to 1903 
the real value of wages slightly advanced. 

Commodity Prices and Security Values 
The effect of a rise in commodity prices upon stocks and 
shares is to cause a fall in the value of fixed interest secur- 
ities and fixed dividend shares, since obviously the pur- 
chasing power of a given rate of interest is lower when the 
Commodity Index is, let us say, 120, than it was when the 
Index was 100, assuming that no change has been made 
in the method of compiling the Index. Such a statement 
as the foregoing, like most others we venture in this 
tantalizing world, needs qualification. It may happen 
anomalously that fixed interest securities are maintained 
in price on the Stock Exchange although appreciation in 
prices of commodities is taking place. But this rarely 
happens save when a large number of people believe that 
financial conditions are so bad that only obligations of 
the strongest Governments and the first charges of the 
strongest industries are likely to be met regularly for a 
lengthy period ahead. However, as a rise in commodity 
prices, if it occurs in response to genuine trade demands, 
foreshadows an increased ability of companies to earn 
profits, the maintenance of prices of fixed interest securities 
in face of that phenomenon cannot be sustained indefi- 
nitely. The better prospect for dividends on Ordinary 
Shares leads to a considerable transfer into those Shares 
of money until then invested in fixed interest securities ; 
the transfer is an inevitable and precautionary movement 
prompted by the endeavour to ensure that the return on 
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holdings of securities may as far as possible keep pace 
with an increasing cost of living. 

The Companies Acts 

It has been mentioned earlier that in igoo another 
Companies Act was passed. This followed on fifteen sim- 
ilar Acts made law between 1862 and 1890 ; in 1908 and 
1929 also Consolidated Companies Acts with additional 
provisions came into force. The halting and piecemeal 
progress towards making company legislation compre- 
hensive is capable of many illustrations ; one instance is 
that until 1901 only banking companies registered after 
15th August, 1879, 'were compelled by law to have their 
accounts audited. Other companies were governed solely 
by their own regulations as to audit. The Companies Act 
of 1900 stipulated that an annual audit should henceforth 
be made of the accounts of all companies registered under 
the Companies Acts. 

Many of the thousand and one provisions of the Com- 
panies Acts have no direct application to the investor and 
many more apply to him only under rare circumstances. 
We may note, however, as of an outstanding import- 
ance to shareholders' pockets, two provisions of the 1908 
Act which remain unaltered in the Act of twenty-one years 
later. The first is that if an investor has applied for shares 
in a company by means of an application form in a pros- 
pectus and has received a ‘‘letter" from the company 
indicating that shares have been allotted to him he cannot 
withdraw his application. He is legally liable for the pay- 
ment of all calls upon these shares. Naturally, such a state- 
ment as the foregoing does not imply that the investor 
has no remedy if there has been any material misrepresen- 
tation in the prospectus ; but if he contemplates taking 
action on these grounds he must not attempt to sell the 
shares allotted to him. The second provision is that when 
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a company is reconstructed a shareholder who has not yet 
voted in favour of reconstruction may avoid participating 
in a reconstructed company if he expresses his dissent 
within seven days from the confirmation of the resolution. 
His interest in the company has then to be purchased by 
the liquidator. This right is important, because often the 
reconstruction of a company involves the creation of a 
fresh liability on a share, and the shareholder who does not 
dissent within the prescribed time is legally responsible 
for that liability. It may be added that it is not always 
easy to decide whether or no to participate in a recon- 
struction. Occasionally, reconstruction and the provision 
of further funds has been followed by prosperity. But 
company history shows that in an overwhelming majority 
of cases to join in a reconstruction is to lose more money, 
and whilst an investor should weigh carefully the merits 
of a particular case he would be wise not to let the argu- 
ments of the moment entirely obscure the relevant evi- 
dence of cumulative experience. 

The Cartel Movement 

A development within the period from 1896 to 1913 
which was to prove of fundamental importance to British 
investors and indeed to investors generally, was the begin- 
ning on the Continent round about 1900 of the Cartel 
Movement in Industry. This movement was to develop 
steadily until a quarter of a century later it became allied 
with something of still more profound significance, namely, 
the body of principles then being determined and classified 
under the general heading of Rationalization. The rise of 
Cartels in Europe, as to a lesser extent also the rise of 
Trusts in the United States, was the outcome of a desire 
to regulate the output of industry in order that the price 
of the product of that industry should be maintained. 
The Cartel, however, consisted of a number of companies 
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which retained their separate identity and management, 
and which were linked together merely by certain agree- 
ments formulating a common policy limited in scope. 
The Trust, on the contrary, actually absorbed companies, 
or sought to eliminate them by undercutting prices or by 
other means. It has been contended by some commenta- 
tors that both Cartels and Trusts had for their sole object 
the exploitation of the consumer ; such a view of Trusts 
was for long taken by the United States Government , which 
passed much restrictive legislation designed to hamper 
the Trusts’ activities. But whilst the desire to charge 
the consumer the utmost he could afford may have been 
one of the causes of the origin of the Cartel and Trust 
movements, there were contributory influences not 
necessarily of an anti-social kind. Some bound had to be 
set to the competitive struggle which had been so distin- 
guishing a feature of capitalism in action ; otherwise the 
struggle would degenerate into a wasteful conflict. Then, 
too, the idea of scientific direction of industry was emerg- 
ing and required for its growth the acceptance of a con- 
ception of large productive and distributive units. 

Scientific Finance 

It was the case with finance also. The French in par- 
ticular had been long noteworthy for the scientific financial 
methods of their large corporations; the Germans had 
followed and Britons were feeling their way. We find 
British experts in the late ’nineties admitting that home 
companies had much to learn in the matter of financial 
technique. It was said that Britain had been the pioneer 
of the joint stock system, but she had pursued in private 
finance the path of expediency, although her system of 
public finance remained unequalled by that of any other 
country. Criticism was specially directed at the form of 
capitalizations of British railways, which were burdened 
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by large amounts of irredeemable debentures. It was 
pointed out that had the companies retained the right to 
redeem Debentures these could have been renewed on 
advantageous terms and the Ordinary shareholder would 
have received more in dividends. It must be observed, 
however, that if the Debentures had been redeemable at 
the option of the company, the power to renew them in the 
'nineties at a low rate of interest would have been attribut- 
able to the phenomenally and, perhaps, unjustifiably low 
rates of interest obtainable during these years on other 
fixed interest securities, notably on Consols. Nevertheless, 
this recognized, it would yet be true that the finance of a 
company should be so arranged that the shareholders, 
rather than the debt holders, were able to derive benefit 
from favourable monetary conditions, whatever the origin- 
ating cause of these last. It was not only in the direction 
of giving holders of debt obligations unwarranted privi- 
leges that British company finance was assailable at this 
time; another weakness proceeded from the fact that 
little attention had been given to relating different classes 
of shares to the requirements of a soundly-balanced capital 
structure. An infrequent evil, but one which was to be 
provocative of strife between shareholders and directors 
of several prominent companies was the existence of 
Founders' Shares. These shares formed only a very small 
proportion of the total capital and conferred on the for- 
tunate holders enormous claims on the earnings of a com- 
pany ; in the case of the Burma Ruby Mines, for example, 
to the extent of one half. 

Sir George Paish on Britain's Investments 
Overseas 

We may bring our survey up to the year 1913 by con- 
cluding with a reference to the most thorough-going esti- 
mate that has been made so far of the amount of capital 
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The Amount of Capital Publicly Invested by Great 
Britain in Other Lands— as at December, 1913 


Geographical Distribution 


Purposes 


Canada and New- 
foundland . 
Australia 
New Zealand 
Africa — South 
,, — West 

India and Ceylon . 
Straits Settlements . 
Hong Kong . 
British North Borneo 
Other Asiatic Colon- 


514.870.000 

332.112.000 

84.334.000 

370.192.000 

37.305.000 

378.776.000 

27.293.000 

3.104.000 

5.820.000 

26.189.000 


Total India and 

the Colonics . 779, 995, 000 


Colonial Govern- 
ments 

Foreign Govern- 
ments 

Total Government 
Loans 

Municipal 

Colonial Railways . 
Indian Railwavs 
American Railways 
Foreign Railways . 


675.464.000 

284.059.000 


‘^59, 5 2 3, 000 


i47.547.f^«o 

306.460.000 

140.796.000 

616.581.000 

457.177.000 


Total Railways / 1,5 2 1,0 14, 000 


United States 
Cuba 

Philippines . 
Argentina 
Brazil . 

Mexico . 

ChUi . 

Uruguay 

Peru 

Miscellaneous Amer- 
ican . 

Russia . 

Egypt . 

Spain , 

Turkey 
Italy 
Portugal 
France . 

Germany 

Miscellaneous Euro- 
pean . 

Japan . 

China . 

Miscellaneous For- 
eign other than 
European or Amer- 
ican . 


754.617.000 

33.075.000 

8.217.000 

319.565.000 

147.967.000 

99.019.000 

61.143.000 

36.124.000 

34.173.000 

-J5. 538.000 

66.627.000 

44.912.000 

19.057.000 

18.696.000 

12.440.000 

8.136.000 

8.020.000 

6.364.000 

54.580.000 

62.816.000 

43.883.000 


69,697,000 


Banks . 

Breweries 

Canals and Docks . 
Commercial and 
Industrial . 
Electric Lighting 
and Power 
Financial, Land and 
Investment 
Gas and Water 
Insurance 

Iron, Coal, and Steel 
Mines . 

Motor Traction, etc. 
Nitrate 

Oil . . . 

Rubber 
Shipping 
Tea and Coffee 
! Telegraphs and 
I Telephones . 

I Tramways 


72.909.000 

17.980.000 
7,111,000 

^45.332,000 


244.187.000 

29.216.000 

246.000 

30.535.000 

272.789.000 
1,059,000 

1 1.623.000 

40.579.000 

40.982.000 

794.000 

22.443.000 

43.692.000 

77.790.000 


Total Foreign . ;^i, 934, 666,000 


Total Industrial, 

etc. . . ;^i,o86,577,ooo 


Grand Total . ;{3, 7 14.66 1,000 Grand Total .£3,714,661,000 
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publicly invested by Great Britain in other lands. This 
was undertaken by Sir George Paish in 1907 and subse- 
quently revised by him to show the position at the end of 
1913. He calculated that at the end of 1907 British 
investments in Colonial and Foreign Lands by means of 
publicly issued securities amounted to £2,700 millions. 
If we take data published with this calculation and also 
further data issued by the Inland Revenue Department 
then it appears that the income derived in 1907 from 
approximately the foregoing amount of capital was £137 
millions or an average of slightly over 5 per cent. These 
figures show that the charge by British investors for lend- 
ing capital abroad had been moderate ; indeed, markedly 
so, when regard is had to the risk in a number of directions 
where the money was employed. In the six years from 
the end of 1907 Britain invested abroad another £1,014 
millions, making a total of £3,714 millions at the end of 
1913. The geographical distribution of the capital and the 
purposes to which the capital was applied are shown in 
the tables given on page 175, 

It was the opinion of Sir George Paish that the greater 
part of the advantages arising from the constructive work 
represented by the above capital expenditure had yet to 
be realized. Before those additional advantages could be 
reaped, however, there was to be a harvest of another 
kind. 
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Britain’s borrowings for the purpose of the World War 
of 1914-1918 created over £7,000 millions of loans, wherein 
the money of very many people was placed ; but the mag- 
nitude of the operations and the widening of the circle of 
lenders to the Government cannot be accepted as con- 
vincing evidence that here was any growth of investment 
in the strict sense of the word. If the money so provided 
had not to be used for destructive purposes and had been 
economically and creatively employed, then a different 
view could be taken. But, as matters were, the money 
was inevitably devoted to impoverishing the nations, 
including Great Britain herself. Therefore, although we are 
bound for the sake of completeness to show the increase in 
the nation’s deadweight debt and in the charges for interest 
and management during these years and immediately 


Great Britain’s Deadweight Debt 


On 

31st 

March 

Internal 

External 

Total 

Interest and 
Management 
Charge 


£ 

i 

£ 

£ 

1914 

649,770,000 

none 

649.770,000 

24,500,000 

1915 

1,104,967,000 

none 

1,104,967,000 

58,080,000 

1916 

2,072,531,000 

60,617,000 

2,133,148,000 

60,249,000 

1917 

3,611,134,000 

400,311,000 

4,011,445,000 

127,250,000 

1918 

4,823, 1 76,000 

1,048,673,000 

5,871,849,000 

189,851,000 

1919 

6,070,099,000 

1,364,850,000 

7,434.949,000 

269,964,000 

1920 

6,550,065,000 

1,278,714,000 

7,828,779,000 

332,033,000 


177 
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afterward, we are not called upon to examine in detail 
the terms of the various War Loans issued in Great 
Britain. In other words, we regard the War Debt as hav- 
ing multiplied the financial obligations of the nation with- 
out having added to the real capital of the people, whereas 
the function of true investment is to facilitate the pro- 
duction or the distribution of wealth. 

Each Government in its turn sought by Conversion 
Schemes to reduce the burden of the interest charges, but 
it cannot be said that much headway was made until the 
year 1932, when over £ 2,000 millions of 5 per cent War 
Loan was placed on a 3^ per cent basis. That remarkable 
operation is dealt with extensively in later pages. Mean- 
while we have to mark the course of events from 1914 
onwards in as serial fashion as is possible and in so far as 
it is germane to our theme. 

War and Post-War Confusion 

We have already indicated that our guiding principle in 
dealing with the Government loans of these years is that 
of exclusion of detail ; the principle is one which we must 
apply generally, if we are not to lose ourselves in the 
myriad thickets of war and post-war confusion. Therefore, 
consideration of the emergency financial legislation of the 
years from 1914 to 1918 will not occupy us ; we shall not 
dwell upon the circumstances of the closing of the Stock 
Exchange from August, 1914, to January, 1915, or the 
manner of dealing with the immediately pre-war Stock 
Exchange Account, which was not entirely liquidated 
until 1922. It is not easy at this cataclysmic stage of our 
investigations to separate the extraneous from what 
should be regarded as genuine and enduring influences, 
hastening or otherwise modifying the evolutionary factors 
of investment ; for in the words of a terse summary by 
the League of Nations, “The war and subsequent changes 
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and disturbances profoundly affected the economic 
structure and activity of the world. In Europe, wealth 
was destroyed on an unprecedented scale ; plant in excess 
of normal requirements was constructed in a number of 
industries to meet the special needs of warfare ; monetary 
systems were disorganized and public debts enormously 
increased; the accumulation of capital was checked by 
inflation ; Russia completely changed her economic and 
social system ; and new territorial divisions were created. 
In other continents, the area under cultivation of the prin- 
cipal food crops was rapidly increased; new industries 
were built up by countries which were formerly markets 
for European products ; and the United States of America, 
from being a debtor became a great creditor nation. As 
between all countries, free intercourse was long subject 
to legal restrictions." 

Unstable Money 

We are moving in a world where by the end of 1914 the 
money values of many nations were rapidly losing any 
economic basis and were coming more and more to depend 
for their maintenance largely upon a combination of 
patriotism and make-believe. The world was being flooded 
with paper money, and the most monstrous debasement of 
currency and credit known to history was to proceed 
with varying degrees of intensity for long after the War 
had closed: some nations were to make their currency 
worthless. 

Great Britain’s increase of paper money during the War 
was moderate compared with the increases of most other 
belligerents, but whereas in 1914 her total note circulation 
was £95 millions, by the end of 1919 it was £504^ millions. 
The Bank of England’s gold holdings increased in the 
period from £69^ mfllions to nearly £gii millions. Thus 
we have a position wherein the nation’s central gold 
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holdings increased by one-third and the note circulation 
five-fold. Under these circumstances of uneconomic 
monetary values, Indexes of the trend of security prices 
at this time have but limited application. Nevertheless, 
the figures from the Bankers* Magazine Index given below 
have significance ; the base value in each case is loo and 
is for the year 1913. 


Value of Stock Exchange Securities in November, 

1918, AS MEASURED BY STOCK EXCHANGE QUOTATIONS. 

British 


Govt. 

Rlys. 

Bank 

Insurance 

Iron, Coal, 
and 
Steel 

Shipping 

Electric 

1 l.ight and 
[ Power 

South 

African 

Mining 

86 

78 

00 

0^ 

1 16 

1 

108 

174 

86 

' . 

92 


It will be seen that insurance, iron, coal and steel, and 
shipping companies were concerns benefiting from War 
conditions. Insurance companies were to continue to 
experience a special demand for their services long after 
the War had ceased, as a large proportion of the War 
gratuities received by demobilized soldiers was used for 
the taking out of insurance policies. Shipping companies 
thrived on the extremely high freight rates obtainable 
during the times that submarines made passages perilous, 
and iron, coal, and steel companies flourished to a lesser 
extent on the manufacture of munitions, although the 
Excess Profits Tax took heavy toll of all abnormal profits. 
Expansion of shipping induced by the prospect of making 
a fortune in a single voyage took place at a rate far beyond 
what was required to make good the sinkings of War and 
to supply the normal needs of mankind. Thus, the world 
launchings of new vessels from 1907 to 1913 inclusive 
were 17 million tons, and from 1914 to 1920 over 27 million 
tons; consequently, soon after 1920 large amounts of 
shipping became idle. 
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New Capital in 1919 and 1920 : Rampant 
Speculation 

New capital for joint stock undertakings raised in Great 
Britain during 1919 and 1920 amounted to £481 millions, 
of which four-fifths was for purposes of home industry 
and finance, it being anticipated that business would 
speedily return to normal and indeed to a state of pros- 
perity far exceeding that of 1913. The sum of £61 millions 
was used for the further modernizing of the iron and steel 
industries, the productive capacity of which had been 
already made gigantic to satisfy the appetite of war. The 
assumption was widespread that the effects of Armageddon 
could be surmounted in a night, an assumption which, 
blending with the still existing currency inflation, had 
among other results a soaring of prices on the Stock 
Exchange. 

Sauerbeck’s Index of Wholesale Prices of Commodities 
for 1914 was 85, for 1918 two and a quarter times that 
figure, and for 1920 nearly three times. Bank Rate was 
raised in order to check the rampant speculation, and for 
1920 the average Bank Rate was approximately 6J per 
cent, and for 1921 slightly over 6 per cent, both being 
higher averages than ever previously recorded for whole 
years. The highest average Bank Rate during the War 
was a little under 5^ per cent for 1916. The Commodity 
Price Index for 1922 had fallen to 131, or about half that 
of 1920, but it was not until 1923 that any severe recession 
in quotations of stocks and shares occurred. General 
deflation of Stock Exchange prices was delayed until the 
world-wide commercial crisis of 1929, the fall being there- 
fore all the more drastic and recovery from it the more 
difficult. An idea of the extent to which Stock Exchange 
quotations unjustifiably rose can be gathered from the 
fact that in 1922 the net improvement in the market value 
of 387 fixed interest and variable dividend securities was 
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£712 millions or 13-2 per cent; the actual percentage 
appreciation in 38 industrial and commercial shares being 
34*3 per cent. It is true that a certain number of advan- 
tageously placed industries were adding to their profits and 
managed to do so until the end of 1926 when, partly by 
reason of a prolonged dispute between coal miners and coal 
owners and partly from deeper disintegrating forces, the 
eclipse of British industry proceeded apace. But there 
was not much rhyme or reason for the appreciation of 
security values in 1922 : long before the close of that year 
a million and a half workers were registered on the books 
of the Labour Exchanges as unemployed. 

Fallacious Days 

However, those were the fallacious days of behef in 
the ultimate receipt of huge Reparation payments from 
Germany, which country had already begun to borrow 
heavily abroad, using some of the receipts for meeting 
Reparation demands destined to grow beautifully less 
from year to year ; the by no means negligible remaining 
receipts were used for improving pubhc buildings and the 
like or for the making of her industries more efficient than 
those of her conquerors. A few people in Great Britain 
detected the chuckles of Mephistopheles while this was 
going on, but it was not generally perceived that this 
process of paying back Paul a proportion of his own money 
would lead to the cessation of the so-called Reparation 
payments and to the creation by Germany of international 
debts to be met this year, next year, or never. 

The Domestic Scene 

The domestic financial scene in Great Britain was en- 
livened by a mania for the amalgamating and recapitaliz- 
ing of companies. This obsession had nothing to do with 
a scientific approach to financial and industrial problems ; 
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companies were married with no thought of what was to 
be the practical outcome, to-morrow being left to take 
care of itself, while to-day was devoted to the copious 
watering of capital. Thanks to the arbitrary way in which 
the god of war dispenses his cash rewards, many small 
men of vaulting ambition had sufficient money to lift them 
temporarily to power in the City ; these men obtained the 
financial control of old established and highly reputable 
companies. The Lancashire textile industry in especial 
suffered a descent from London visitors fully able to prove 
that their complete absence of technical knowledge was a 
boon of inestimable value. 

Crops of Financiers 

It was not very long before the high-falutin notions of 
this type of financier were disproved and he retired or was 
thrust into obscurity, leaving the industries which he had 
come to bless in a worse state than he had found them. 
Only a few years were to elapse before there sprang up 
another crop of directors who by their incapacity or worse 
were to lighten the pockets and burden the hearts of many 
credulous people. These gentlemen were active not in the 
wild re-shaping of old things but in making new ventures 
appear so sure and certain that the most conservatively 
minded would supply money for the manufacture of 
devices and products which so far had never been produced 
outside of a laboratory and in some cases not even there. 
In 1928 the total amount subscribed for capital issues of 
248 companies was £117 millions ; by May, 1931, the total 
market value of these issues was £66 millions, seventy of 
the companies had completely disappeared, and thirty-six 
more had a faint semblance of life, although their shares 
had no market value. Whilst it is the case that a few stock- 
brokers played a wholly discreditable part in helping to 
foist the shares of the above companies on the public at 
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unwarranted prices, many stockbrokers vainly tried to 
dissuade their clients from making purchases of this kind. 
The stockbroking profession as a body is powerless to 
diminish appreciably the recurrent gambling fever of the 
public. 


The 1929 Forgeries 

Toward the end of 1929 a startled City learnt that a 
prominent financier and his associates had forged the share 
certificates of English corporations and had used the false 
scrip so created in order to obtain extensive advances from 
banks. Not only were banks involved, but stockbrokers 
and stock jobbers as well; the frauds were on such an 
extensive scale as to cause serious financial embarrassment 
in the City. Members of the Stock Exchange met the situa- 
tion by raising at short notice a Guarantee Fund of 
£i million, so preventing the failure of such of their num- 
ber as were actually victims of the fraud, and saving the 
public from enduring losses which default by Stock Ex- 
change firms would have entailed. These happenings 
led to a demand on the part of some people that the Stock 
Exchange as an Institution should have a permanent 
guarantee fund to meet emergencies, and that the raising 
of a fund should not be left to voluntary effort. Theor- 
etically the creation of an Institution Fund has much to 
commend it ; on the other hand, far-reaching frauds of 
a kind affecting any considerable number of Stock Ex- 
change members are extremely rare. Certainly, the Stock 
Exchange gained more in prestige by its swift co-operative 
action than it would have done from the automatic admin- 
istration of a compulsorily subscribed Reserve Fund. 

The Royal Mail Case 

With regard to a number of other financial scandals 
which blemished the City about this time we need only 
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take note of that in connection with the Royal Mail Steam- 
ship Company, whose shares had been for long regarded 
as one of the finest of investments. The Chairman was 
found guilty of a deceptive prospectus. The actual cir- 
cumstances of the mis-statement are not our conceni, 
but we may remark that the Royal Mail episode provided 
an illustration of the folly of investors trusting entirely 
to the fact that a company is old established and has had 
a successful dividend record. These are important factors, 
but they do not obviate the necessity of closely scrutinizing 
Balance Sheets and Articles of Association. For many 
years before 1929 the form of the Balance Sheet of the 
Royal Mail had been severely criticized by leading financial 
journals, which had complained of the inadequacy of the 
information the Balance Sheet set forth. Admittedly, the 
directors of some of the most successful companies believe 
in giving sliareholders the minimum of information, but 
that does not alter the fact that the principle is wrong; 
if only from the reason of bringing about a change of this 
cavalier attitude investors should refrain from putting 
their money into ‘'close'’ companies, as they are termed. 
But with the Royal Mail it was not only a case of an unin- 
forming Balance Sheet; the way of remunerating the 
Chairman was thoroughly unsound, taking the form of 
a commission on turnover and being dependent on the 
payment of a dividend of not below 5 per cent annually. 
It will be evident that under such arrangements there is a 
strong temptation to pay a dividend, although it may not 
have been truly earned, and to trust to the making of some 
kind of adjustment in the following year. It might be 
suggested that any such danger should be removed, in 
actual practice, by the supervision of the directors as a 
body ; however, it is but seldom that a board as a whole 
has a close grip of financial technique. 

The two episodes referred to above occurred shortly 
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after the Companies Act of 1929, which contained a hun- 
dred or so clauses designed to afford the public additional 
protection. The Bill strengthened very much the powers 
of committees of inspection, whether appointed by share- 
holders or by the Board of Trade. 

Collapse, and the Causes 

Serious although they were, the excesses of new finan- 
ciers and directors and the lapses of old played a minor 
part in bringing about the drastic collapse of Stock Ex- 
change prices in process on the Stock Exchange from 1929 
to well into 1932. The collapse was due to a combination 
of causes in which we may include that unduly large pay- 
ments to her unemployed had caused Great Britain to 
live beyond her means, but more especially the collapse 
was attributable to the action of the United States and 
France in preventing gold from fulfilling its international 
functions, ever-increasing tariffs on the part of numerous 
countries, and giddy sky-rocketing of share prices by the 
American public. The world had nothing to complain of 
as far as the flow of capital was concerned. Taking as our 
measure the period from the end of 1922 to the end of 
1929, Great Britain supplied to overseas borrowers £847 
millions of new capital against £1,127 niillions for the 
seven years to the end of 1913 : during the period, how- 
ever, the United States emerged as a foreign lender on a 
great scale, the foreign investments of its people at the 
end of 1929 standing at over £3,000 millions compared 
with a few hundred millions at the end of 1913. But 
whereas Great Britain's policy as a foreign lender had been 
to encourage imports into her own country, recognizing 
that these were an important means of earning interest 
on money borrowed, and providing for capital redemption, 
the United States, on the other hand, intensified its tra- 
ditional tariff policy. A result was that those of the United 
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States debtors who had gold had perforce to remit the 
metal to that country, at first chiefly in payment for goods 
supplied during the War and early post-war years and 
later to meet interest on Debt. Great Britain had to send 
large amounts of gold for the purpose of satisfying claims 
in connection with the loans which Great Britain con- 
tracted with the United States in order to finance her own 
and the United States* Allies during the World War. 
Gradually, debtors began to default on their obligations, 
not only to the United States but to Great Britain also. 

Financial Frenzy in the United States 

Meanwhile, the American public ushered in the new 
era. Between 1920 and the early part of 1929 prices of 
Industrial Shares in the United States, according to Index 
compilations, quadrupled as a result of incessant demand. 
It did not matter that the price of a share had already 
risen to a figure making the yield less than i per cent when 
related to the current earnings of a company ; the share 
was bought because what the company was earning was 
in the common estimation nothing to what it would earn 
one day. Everyone gambled in shares — chambermaids and 
ladies of leisure, dancing masters and sedate pastors, 
bricklayers and clerks, brokers and bankers. It was not 
on this occasion an instance of a section of the pubhc 
being snared by astute manipulators. One and all believed 
that the financial frenzy was justified by the near approach 
of eternal financial bliss for every man, woman, and child, 
provided that they were white, while coloured people were 
to blow the organs on Sunday in order that paeans of praise 
might be of acceptable volume to the Ruler of flowers 
and kind words that never die, little children, and the 
lovely trees that provide the clean white paper of which 
share certificates are made. Englishmen joined in the 
fun and a large business was transacted by London 
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stockbrokers. But sad to say, Englishmen were sceptical 
of the solidity of the foundations of the rise in American 
shares and practically all English money was safely home 
again before the collapse. By the end of June, 1932, prices 
of leading American Ordinary Shares, measured by the 
same Index we have previously used, were less than 
one-fifth of what they were at the end of 1929. 

The Fall in Prices 

The terrific fall in the prices of American Shares, reveal- 
ing as it did a cavernous honeycomb of economic rotten- 
ness, shook the world, and quotations of stocks and shares 
tumbled everywhere. Steady absorption of gold by the 
United States and France, more particularly by the latter, 
still went merrily on, and largely as a consequence of this 
irrational suction Great Britain in September, 1931, was 
compelled temporarily to suspend the gold standard. 
Commercial and financial demoralization deepened the 
world over: by the end of 1931 prices of principal com- 
modities were below the levels of 1913 ; but, even so, stocks 
of unsold commodities were accumulating in various 
countries. ‘‘The rapid fall in prices,'' said a League of 
Nations Report, “is one of the most important manifesta- 
tions of the economic crisis and at the same time one of 
its most significant causes. A sudden decline in com- 
modity prices, unrelated to changes in methods or costs 
of production, involves a reduction or the entire elimina- 
tion of profits; business enterprises are closed down or 
work only part time; new investment is discouraged; 
men are thrown out of employment; the demand for 
commodities is reduced and prices fall still farther. A 
fall in the price of commodities begets a belief in further 
falls; prospective buyers withhold their purchases and 
thus add to the forces tending to depress prices.'' So also 
with stocks and shares ; the great mass of the investing 
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public holds off a falling market and buys when prices 
are rising, irrespective of whether the appreciation is in 
response to economic forces, or has been spuriously 
engendered. 

Thus the farcical tragedy went on ; world trade for the 
first quarter of 1933, measured by prices, was one- third of 
that for the corresponding period of 1929 ; the decline in 
profits was even more severe. Nations and individuals the 
world over were vastly more in debt than they had ever 
been before, and most of them vastly less able to meet 
their financial liabilities than they had ever expected to be. 
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1927-1933: STATE CONVERSION AND COMPANY 
RATIONALIZATION 

Developments in 1931 — Foreign withdrawals — A National Govern- 
ment — 2 per cent Bank Rate — The War Loan saving — The French 
Conversion — The Stock Exchange Quotations, 1930-1932 — Sir 
Alfred Mond — Rationalization — An amalgamation danger — Imperial 
Chemical Industries — Its results and balance sheet — A complaint — 
Unilever — Turner & Newall — Kreuger & Toll, and the Swedish 
Match — Some general reflections on rationalization 

Although the general financial and commercial position 
of the world at the beginning of 1933 was ebon-hued, 
the situation of the London Stock Exchange was healthier 
than at any time since the War. Prolonged adversity 
had eliminated many of the weaker holders of securities ; 
forced selling, as a result of pressure by banks for repay- 
ment of loans, had by this date fallen to small dimensions. 
The paramount cause of improvement, however, was the 
success attending the British Government's financial 
policy. 


The National Crisis of August, 1931 

Selling of British securities had been pronounced for 
some months before Great Britain suspended the gold 
standard, particularly by foreign holders. The appoint- 
ment early in 1931 of an official Committee to inquire 
into the national expenditures of Great Britain and that 
Committee's vehement conclusion that Great Britain 
would have forthwith to reduce her outlays by £96^ 
millions per annum led many people in other countries to 
infer that the British nation was on the high road to bank- 
ruptcy. What was not realized by those so alarmed was 
that the British people as a nation are extremely practical 
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in financial matters and that once financial necessities 
are made plain they have no hesitation in grasping the 
nettle. Then, too, few nations at this time were not over- 
spending, although populaces were unaware of the fact. 
Britain had an advantage in that her people were early 
acquainted with actualities. By August, 1931, the with- 
drawal of foreign funds from Great Britain had become 
so extensive that the Bank of England found it necessary 
to obtain credits from the Federal Reserve Bank of New 
York and from the Bank of France, while power was taken 
temporarily to raise the fiduciary issue, that is, the issue 
not specifically related to gold. This sequence of events 
brought about the appointment of a National Government 
in Great Britain which received a vote of confidence in 
both Houses of Parliament, and subsequently of the whole 
nation. This Government was pledged to balance the 
Budget, curtail national expenditure, and to distribute the 
burden and sacrifices equitably among all classes. It was 
believed that the appointment of a National Government 
so pledged and commanding such wide support would be 
sufficient to restore confidence, that foreign funds would 
flow back to London, and that it would prove possible for 
Great Britain to maintain the Gold Standard. But the 
drain upon Great Britain continued, and on 21st September 
Great Britain suspended the Gold Standard to which she 
had returned in 1925 after the eleven years’ suspension 
caused by the War. Less than six months later not only 
did the continental funds withdrawn from Britain return ; 
large additional sums were invested in sterling securities. 
Confidence in the finances of other nations had decreased, 
especially in those of the United States where a multi- 
tude of small banks with substantial deposits in the 
aggregate were closing their doors as a result of having 
lent money on preposterously over-valued securities and 
real estate. 
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5 PER CENT War Loan Announcement, 

30TH June, 1932 

Meanwhile, the British Government and the Court of 
the Bank of England pursued a vigorous policy of lowering 
the price of money, that is, of lowering the rate at which 
money could be borrowed. Between January and June, 
1932, the Bank of England Rate was lowered five times 
and eventually reposed at 2 per cent. This was 4 per cent 
lower than at the beginning of the year and as low as 
the lowest Bank Rate previously recorded, namely, in 
1895. 

Then came perhaps the boldest stroke ever made in 
British Government finance. The Government had had the 
right since 1929 to redeem £2,085 millions of 5 per cent War 
Loan. It was evident that to accomplish redemption 
successfully would be no easy task ; the amount at stake 
was so vast that if any substantial number of holders had 
declined to accept in exchange for 5 per cent War Loan 
a new security bearing a lower rate of interest and de- 
manded cash, the strain upon the nation's financial cap- 
abilities would have been dangerous. Indeed, the view was 
held by experts that the only safe course was to attempt 
conversion piecemeal, and it was also thought that only a 
small reduction in the rate of interest could be wisely 
essayed. 

But the Chancellor of the Exchequer, acting no doubt 
after close consultation with the Governor of the 
Bank of England, elected to endeavour to put the whole 
of this amount of War Loan on a 3^ per cent basis. As 
this loan played an almost predominating part in deter- 
mining the rate of British Government long term credit, 
Mr. Chamberlain was boldly contending that British 
Government credit deserved to be per cent better 
than it was a year previously, that is before Great Britain 
suspended the gold standard. 
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The Saving Secured 

Holders of 92 per cent of War Loan accepted the offer, 
leaving approximately £165 millions to be paid off in cash, 
an amount skilfully found by issuing to willing buyers 
Government securities bearing only 3 per cent interest. 
Whilst it is true that by fair comparisons the standard 
of British Government credit deserved to rank higher at 
this time than that of any other nation, Mr. Chamberlain 
had to thank the patriotism and acumen of the British 
people for the overwhelming measure of success he 
achieved. It was conceded by all sorts and conditions of 
investors that it would be a good thing for the nation if 
the annual amount required for War Loan interest could 
be reduced. The saving to the National Exchequer was 
the consideration given most heed; but there was also 
the extremely important fact that while Government 
securities were returning 5 per cent, industrial and other 
undertakings seeking to raise new capital or to borrow 
privately, had to offer a rate of dividend or interest con- 
siderably over the 5 per cent obtainable on securities with 
Britain's guarantee behind them. If trade had been flour- 
ishing and commodity prices rising this would have caused 
no hardship, but with the reverse the case, borrowing at 
6 per cent or over for industrial purposes was often a 
hazardous venture. The success of the British Govern- 
ment's Conversion Scheme benefited industry not only in 
this respect ; it also enabled those companies which had 
the right to redeem debentures to offer in exchange 
securities bearing a lower rate of interest, thus lessening 
the overhead charges of the companies. In addition to 
the War Loan, the British Government was able to 
effect certain other minor conversions and reductions 
in debt charges, the gross saving of all the operations 
for 1932, major and minor, amounting to £38 millions 
per annum. 
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The French Conversion 

It may be remarked that in 1932 the French Govern- 
ment also carried out a Conversion Scheme, the loans 
involved amounting to rather less than half the amount 
of the British War Loan so dealt with. Although France 
was on the gold standard and her Central Bank had four 
and a half times as much gold as the Bank of England to 
satisfy the needs of a smaller population and incomparably 
smaller international financial responsibilities, the French 
Conversion Scheme was only accomplished on a 4^ per cent 
basis, or i per cent higher than the British. Not only so, 
when the French Conversion Loan came on the Paris 
Bourse it rapidly fell to a discount, whereas the British 
Conversion Loan commanded a premium on the London 
Stock Exchange. The transforming effect of the Conver- 
sion success upon prices of British Empire Securities is best 
indicated by a few comparisons — 


STOCK EXCHANGE QUOTATION 
3 1ST December 


2^ Consols 
4% Funding Loan 
3% Local Loans 
Bank of England 
India 4^% 

Canada 4% 

New Zealand 3^% 
South Africa 5% 


1932 

1931 

1930 

74i 

55l 

57i 

io8| 

84 

94l 

87i 

6ii 

67I 

323 

237i 

266J 

io7i 

69i 

87 

103^ 

82 

94i 

97i 

74 

88^ 

108 

91 

102 


Other stocks and shares, the interest or dividend on 
which was well secured, shared in the upward movement. 

The shares of gold mining companies had risen sharply 
during the latter part of 1931, because the depreciation 
in terms of gold of Britain's £ and of certain other nations' 
currencies meant a rise in the value of the metal as 
expressed in the frankly inconvertible paper money of 
those countries. The presence of this premium stimu- 
lated production with the result that profits of South 
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African mines during 1932 were the highest in their 
history, a fact which brought about a further rise in the 
prices of shares of gold mining companies. 


Sir Alfred Mond 

We have seen that round about 1920 amalgamating 
joint stock companies was the hobby of financiers, many 
of whom were of capacity unequal to what they were 
attempting, while some had no clear conception of what 
they wanted to do. The shadows had closed for some 
years over these curious efforts before the broken threads 
of the amalgamation movement in British industry were 
gathered up into strong and skilful hands. It was in Jan- 
uary, 1927, that four great enterprises, the British Dye- 
stuffs Corporation, Brunner, Mond and Company, Nobel 
Industries, and the United Alkali Company were gathered 
together under the title of the Imperial Chemical Indus- 
tries. The person responsible for this merger was Sir 
Alfred Mond, who later became Lord Melchett and who 
died in January, 1931. In Sir Alfred Mond were combined 
several of the most striking features of the Jewish race at 
its highest point of development. He had a tenacious grip 
of the first principles of sound finance and industrial 
organization, and his mind was active with a creative 
energy akin to that of the truly inspired artist, but unlike 
the artist Lord Melchett's powers were expressed in the 
office, the factory, and the market-place. Lord Melchett 
above all was a practical idealist ; he believed that science 
could be used to improve the lot of mankind almost 
beyond recognition, and he believed also that large 
industrial units offered the best means of raising the 
standard of living of the workers. Indeed, he conceived 
of industry as a form of communal as well as of working 
association. 


14— (C12) 20 pp. 
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The Scientific Organization of Industry 

Obviously, amalgamation carried out under the auspices 
of one so exceptionally qualified and who had a conviction 
that this was his mission in life bears no comparison with 
the feeble rearrangements on paper of companies* fortunes 
by financial dilettanti or mere profit-seekers. Lord Mel- 
chett held, as did a Committee of the League of Nations 
in the same year as the Imperial Chemical Industries was 
formed, that unregulated competition does not serve the 
best ends of human ^society. He enumerated the main 
essentials of modem industry as firstly, rationalization or 
the scientific organization of industry in the widest sense ; 
secondly, amalgamations within industries ‘'which are 
simply a prominent facet of rationalization generally " ; 
thirdly, co-ordination internationally, and, lastly, the 
closer association of industry and finance. 

The possible implications and ramifications of rational- 
ization are manifold ; it is a movement finding expression 
in industries of many countries and probably is destined 
to be imiversal in scope. We cannot deal with the matter 
in all of its aspects, but we may note that as far as amal- 
gamations are concerned, there are two schools of thought, 
one advocating the merging only of industries engaged in 
similar pursuits, the other favouring the merging of all 
industries which have a contact, whether the contact be 
slight or great, and also of the companies* distributive 
agencies. Division upon this matter has been most marked 
in the English textile industry, where the traditional belief 
in the old forms of individualism is strong and the desir- 
ability of industrial change more a subject for'dialectic 
than for action. 

An Amalgamation Danger 

One of the great dangers of the amalgamation movement 
is over-capitalization of the resulting entity. Naturally, 
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the directors of companies to be absorbed secure the 
best terms possible for the purchase of their concerns; 
in addition to this the sudden onset of a lengthy trade 
depression may make companies' earnings for some years 
prior to amalgamation an unjustifiable standard of valu- 
ation. With regard to the valuation of assets, that is a 
matter for experts. Notoriously, experts differ and Time 
has a knack of making many of them look extremely 
foolish. One of the most striking instances of over-capital- 
ization of this kind, which occurred despite careful pre- 
liminary investigations by highly qualified accountants, 
was furnished by the union of the Marconi wireless com- 
panies with the cable companies, under the title of Cables 
and Wireless. The three classes of this combine were 
dealt in at the time of the introduction to the Stock 
Exchange in July, 1929, at 96 for the 5| per cent Cumu- 
lative Preference, 90 for the 7J non-Cumulative "'A," 
and 100 for the ''B" Ordinary; in less than eighteen 
months the prices had touched respectively 9J, 5, and 
40 J. It is true that no share at this time, whether of an 
amalgamated concern or not, was immune from severe 
depreciation. But an examination of the facts discloses 
that the fall in Cables and Wireless was only partly attrib- 
utable to a general tendency and to an error of judgment 
by dealers when making the first market in the securities ; 
the root of the fall is to be found in a mistaken opinion 
of the value in the immediate future of the assets acquired 
by the combination. 

Imperial Chemical Industries 

Over-capitalization was not a weakness of the Imperial 
Chemical Industries, although some people, basing their 
opinion on the size of the capital of the company, concluded 
that such must be the case. The initial capital was slightly 
over £58 millions ; the Company earned in the first year 
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of its operations a gross profit of £4,567,000, and was able 
to pay 7 per cent on its £16 millions of Preference Capital, 
8 per cent on its Ordinary Capital of £32 millions, and 
ij per cent on the £9^ millions of Deferred Capital. By 
the end of May, 1928, the number of companies actually 
controlled by the Imperial Chemical had risen to forty 
and a large degree of control had been acquired over more 
than thirty others. These companies were engaged in the 
manufacture of heavy chemicals, explosives, fertilizers, 
leather-cloth, various non-ferrous metals and alloys, motor- 
cycles, gas mantles, cellulose finishes, paints, and many 
other articles. It had subsidiaries in Australia, Canada, 
South Africa, and South America, and interests in several 
United States Companies, including the Allied Chemical 
Corporation, the General Motors Corporation, and the 
Du Pont Nemours Corporation, the latter itself controlling 
a number of concerns. At this time the Imperial Chemical 
employed 44,000 workers who held 653,000 of the Com- 
pany's Ordinary Shares, while all classes of shareholders 
totalled over 100,000. 

Its Results and Balance Sheet 
The Imperial Chemical also formed in May, 1928, in 
conjunction with the Chase Securities Corporation of 
America, the Finance Company of Great Britain and 
America, the nominal capital of which was £2,040,000. It 
was officially explained that this Company was to provide 
facilities for commercial and industrial financing in the 
British Empire, Europe, and the United States, and would 
develop contracts for the purpose of international indus- 
trial development. ‘'There had always been considerable 
difficulty in British industrial life in getting capital for 
new enterprises, which at the start had nothing to show. 
The Company would help such enterprises with capital 
and advice. The advantage of the Company to investors, 
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who had no means of testing the value of an enterprise 
beyond what they could gather from a prospectus was that 
they would be provided with sound guidance from experts 
possessed of the necessary knowledge and experience.” 
The first duty of the Company, however, was to under- 
write a new issue of capital on the part of the Imperial 
Chemical Industries. ”Your Board,” said the Chairman 
of this latter concern at the meeting in May, 1928, ”have 
decided to ask the shareholders* permission to increase 
the authorized capital of the Company by the very mod- 
erate amount of £10 millions.** ”I observe with some 
astonishment,** continued Lord Melchett, ”that these 
proposals to increase the capital of the Company appear 
to be regarded in some quarters as detrimental to the 
interests of the existing shareholders. I entirely fail to 
understand the mentality of those who do not realize that 
increases of capital are a sign of progressive business, and 
I hope I shall never be connected with any company whose 
capital account is closed.** Some qualification is perhaps 
needed of the foregoing remarks; certainly, increases of 
capital should be a sign of progressive business ; but they 
can also be symptoms of over-reaching or of rather des- 
perate attempts to secure new remunerative assets to 
offset diminishing returns from assets of waning value. 
However, as far as the Imperial Chemical is concerned. 


IMPERUL CHEMICAL INDUSTRIES— FINANCIAL RESULTS 1927-1932 



1927 

1928 

1929 

1930 

X931 

193a 


£ 

£ 

£ 

£ 

£ 

£ 

Gross Income 

4,567,000 

5,997,000 

6,502,000 

5,129,000 

4,668,000 

6,415,000 

Income Tax . 
Central Obsoles- 

125,000 

275,000 

146,000 

156,000 

260,000 

686,000 

cence Fund 

• 

500,000 

575.000 

500,000 

r,ooo,ooo 

1,000,000 

Net Profit 

4,442,000 

5,222,000 

5,781,000 ’ 

4,473,000 

3,408,000 

4,729,000 

Prei. Divd. % 

7 

7 

7 

7 

7 

7 

Ord. „ % 

8 

8 

8 

6 


6 

Deferred Divd. % . 

a 

Xf 

a 

nil 

nil 


* la this year the companies amalgamated made their own provision for obsolescence. 
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measured by the first six years of the Company's history, 
there can be no doubt that its first Chairman's policy was 
justified. The Imperial Chemical Industries was formed 
barely two years before the occurrence of a world-wide 
financial and commercial crisis which brought all nations 
to the verge of bankruptcy. How well the Imperial 
Chemical withstood that crisis is shown by the comparison 
given on page 199. 

As far as the absence of dividend on the Deferred for 
the three years to 1932 is concerned it must be understood 
that Deferred Shares formed only part compensation for 
shareholdings acquired in other companies. Shareholders 
in Brunner, Mond and Company, Ltd., for example, 
received in exchange for each four 7I per cent Cumulative 
Preference Shares and each two Ordinary Shares in their 
own company, five 7 per cent Cumulative Preference, three 
Ordinary, and two Deferred Shares in the Imperial Chem- 
ical. It seems to be desirable before we proceed to discuss 
other examples of rationalization to reproduce a Balance 
Sheet and Profit and Loss Statement of the Imperial 
Chemical, as indicating the manner in which financial 
information is presented to shareholders by the largest 
British joint stock concern. 

On Consolidated Balance Sheets 

The complaint usually made against the published 
yearly accounts of the Imperial Chemical is that no con- 
solidated Balance Sheet is issued embodying the assets 
and liabilities of various subsidiaries. It may be doubted 
whether this is as serious a defect as is commonly supposed. 
The directors state that the profits of the subsidiaries have 
been included in the accounts to the extent which they 
have been declared as dividends, and that the balance of 
profits carried forward in the accounts of the subsidiaries 
is in excess of the aggregate losses of the other subsidiaries. 




IMPERIAL CHEMICAL INDUSTRIES, UMITED 
ACCOUNTS FOR THE YEAR 1932 


Appropriation Account 


Balance brought forward from 1931 
Gross Income for the year to 31st December, 
1932— 

Dividends from Subsidiary and Associated 
Companies ..... 
Income from Investments 

Transfer to Central Obsolescence and Depre- 
ciation Fund ...... 

Provision for Income Tax .... 


i 


i 


516.815 


6,012,293 

403.130 

6,415.423 


1,000,000 

686,351 

1,686,351 

4,729,072 


Balance available ..... 
which the Directors recommend be appro- 
priated as follow.s — 

Allocation to General Reserve 
Preference Shares — 

At the rate of 7% per annum — 

For the half-year ended 30th June, 1932, 
paid 1st August, 1932 
For the half-year ended 31st December, 
1932, paid ist February, 1933 . 

Ordinary Shares — 

At the rate of 2\% per annum, paid ist 
December, 1932 ..... 
At the rate of 3^% per annum, to be paid 
on ist June, 1933 .... 


5.243.897 


500^000 


792, 57^ 

794,180 

1.586,751 


1,089,740 

1.525.636 

2,615,376 

4,702,127 


Reserve Accounts 


After making the appropriation stated, the 
Reserve Accounts at 31st December, 
1932, stand as follows — 

Central Obsolescence and Deprecia- 
tion Fund — 

As at 31st December, 1931 . 

Amount transferred from Capital Reserve 
(see below) ..... 

Less Amounts written off — 

Shares and Debentures in and Ad- 
vances to Subsidiary Companies” 
“Land, Buildings, etc.” 


i i 


5,662,404 

1 , 000,000 

6,662,404 


3.517,404 

145,000 

3,662,404 


i 


Appropriated out of 1932 Income 


3.000. 000 

1.000. 000 


General Reserve — 

(a) Capital Reserve — 

As at 31st December, 1931 

Less Amount transferred to Central 
Obsolescence and Depreciation 
Fund ..... 

Amounts written off — 

” Shares and Debentures in and Ad- 
vances to Subsidiary Companies” 
“Shares and Debentures in Associ- 
ated Companies” 

“Marketable and Other Invest- 
ments” . . . . . 


8,225,000 

1,000,000 


418,271 

250,037 

56,692 


7,225,000 


725,000 


4,000,000 


(fe) Free Reserve — 

As at 31st December, 1931 
2\ppropriated out of 1932 Income 


6,500,000 


2,500.000 

500,000 

3,000,000 


9,500,000 


Balance carried forward to 1933 .... i^543,77o 


3.500.000 


Note. All the dividends have been or will be paid subject to deduction of Income Tax. The final dividend will be payable on ist June, 1933. to 
members on the Register of Members on 13th April, 1933. 


Profit and Loss Account for the Year Ended 31ST December, 1932 


Interim Dividends paid for 1932 
Provision for Final Dividends for 1932 . 
Directors’ Remuneration (pursuant to Section 
128 of the Companies Act, 1929) 

Less Chargeable to Subsidiary Companies . 
Balance carried forward to 1933. as shown in 
the Balance Sheet 


1,882,311 

2,319,816 

45.458 

45.458 


543.770 


Balance brought forward from 1931 
Dividends from Subsidiary Companies 
(declared out of Profits for 1932 arrived 
at, in the majority of cases, before pro- 
viding obsolescence and depreciation on 
fixed assets), dividends from Associated 
Companies, and Income from Invest- 
ments for the year 1932 


i 


516,825 


6,415.423 


Deduct Transfer to Central Obsoles- 
cence and Depreciation Fund . 
Transfer to General Reserve . 
Pifovision for Income Tax 


6,932,248 


1,000,000 

500,000 

686,351 


2,186,351 


i 


4.745.897 


^4.745.897 


A.745.897 
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IMPERIAL CHEMICAL INDUSTRIES, LTD. 


Balance Subbt as at 31ST Dbcbmbbr. 1932 


Authorized Capital — 

7% Cumulative Preference Shares of 
£i each ..... 
Ordinary Shares of £1 each . 
Deferred Shares of los. each . 
Unclassified Shares oi £i each 
Unclassified Shares of los. each 


£ 


22.695.000 

43.707.355 

10.872,645 

13.225.000 
2,500,000 


£93.000,000 


£ 


£ 


Issued Capital — 

22,690.448 7% Cumulative Prefer- 
ence Shares of £i each 
43.589.605 Ordinary Shares of £i 
each ..... 
21.736,561 Deferred Shares of los. 
each 

Central Obsolescence and Deprec- 
iation Fund .... 

General Reserve — 

Capital Reserve .... 
Free Reserve .... 

Note. The details of the Central 
Obsolescence and Depreciation 
Fund and General Reserve are 
.shown on preceding page (17 of 
Annual Report). 

Sundry Creditors and Provision 
for Taxation and Contingencies. 

Final Dividends (Gross) in respect of 
the year 1932. recommended for 
distribution ..... 

Profit and Loss .\ccouNr: Halauce 
carried forward to 1933 
Note A . These Investments have 
been taken at cost or as revalued on 
the basis of earning capacity on the 
liquidation of Nobel Industries, Ltd. 
in 1928, less amounts written of!. 
Note B. There is a depreciation 
£3<94(’.278 in the marketable and 
other investments to which reference 
is made in the EHrectors' Report. 

Note C. Contingent liabilities ex- 
isted at 31st December, 1932, in 
connection with subsidiary or associ- 
ated companies, viz. (a) offers to 
purchase shares for cash or for share 
capital ; (6) guarantees of bank over- 
drafts ; (c) guarantees of Debentures ; 
(d) guarantee of dividend on prefer- 
ence capital: {e) uncalled capital; 
(/) in connection with a guarantee 
relating to the Company's Pen.sion 
Funds. 


22,690,448 

43.589.603 

10,868,280 10 
77.M8.334 

4,000,000 


6,500.000 

3.000,000 

9,500,000 


3.307.572 

2.319,816 

543.770 


Shares and Debentures in Subsidiary 
Companies (See Note A ) — 

Shares 61,664,191 

Debentures 76,194 

61,740,385 

Advances to Subsidiary Companies for 
Capital Expenditure and General De- 
velopment {less amounts written off) . 20,209,822 


81.950,207 

Less Amounts written off in 1932 . 3,517.404 

Ditto ditto 418,271 

3.935.675 


Less Debts due to Subsidiary Com- 
panies ..... 

Sharks and Debentures in Associated 
Companies (Sec Note A ) — 

Share.H ...... 

Debentures ..... 

Less Amounts written oil in 193J . 

Market.vblk ash oTHiiM Invhstnknis 
(StH* Note li) -■ 

Marketable Shares .... 
Marketable Deljentures 

Unquoted Shares .... 
Unquoted Debentures 


78.014.532 

ii.70<>.393 
66,308,1 


6.437.185 

14.547 

6.451.732 

250.037 

6,201 


7,208,940 

808,236 

836.281 

61.365 


8,01 7.1 70 
897.646 


1 . 4 »sstm Realization of Unquoted 
Shares and Delvntures wrilt«‘n otl 
»n 1932 

Sl'NDRV' DeMTOHS. lilLI.S RKCKIVABLI', 
IX)ANS .\NI> PaYMHNT.S IN .\DVANt !■ 

(L «5 Reserves) including Income Tax 
recoverable from final dividends 
Dividends {less Tax) included in ITofit 
and Loss Account, to be received from 
Suhsidiaiy- (.‘onipanies in respect of 

1932 ...... 

Loans I'o IrusU is of Lmployees' Share 
Investment Scheme 
To Officers under Company .s liou.sing 
Scheme . . ’ . . 

Land, Buildings, Magazine.s, Office 
Furniture and Fittings, etc. (at 
cost less amounts written off) . 

Less Amounts written off in 1932 . 

Patents and Trade .Marks (at cost less 
amounts written off) 

Cash at Bankers, in Hand, and In- 
vested IN British Government 
Securities — 

Cash ...... 

Government Securities at cost less 
Reserve 


8,914,822 


8.858,130 


3.857. 


4.126,001 


32.ICH» 

9.741 

4I.S41 


483.895 

145,000 


338.895 


10.470 


3.523.594 


3.552,675 


7,076,269 


£96.819.492 


P. C. Dickens, Treasurer. 


j ^96, 819.492 


H. McGowan 
Reading 


I Directors. 


Auditors' Rsport 

We report to the Members of Imperial Chemical Industries, limited, that we have examined the above Balance Sheet, and that we have obtained all 
the information and explanations we have required. In our opiiuiott the Balance Sheet referred to, together with the notes thereon, is properl^r drawn 
up so as to exhibit a true and correct view of the state of the Company's affairs at 31 st December, 1932 , according to the best of our information and 
the explanations given to ns, and as shown by the books of the Company. 


Lomdoh, 17th March, 1935. 


pRICB, WaTBRHOUSB ft CO. > 

Thohsoh McLiktock ft co.J"**"**^** 
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This may seem laconic, but in much the same way as one 
appraises a mosaic by the whole and not by the pieces, so 
possibly this is the right attitude to adopt toward concerns 
such as the Imperial Chemical, whose concentrated result 
we may accept as an indication of the general state of the 
various units. 

Certainly, another interesting example of rationaliza- 
tion in practice, Unilever, Ltd., which at 31st December, 
1932, had an issued capital of nearly £31 millions, does 
not publish a consolidated Balance Sheet. Presumably, 
Unilever’s audit department has a close grip on the finan- 
cial position of every company controlled; nevertheless, 
the task of issuing a consolidated Balance Sheet showing 
the financial position at a very recent date of 140 com- 
panies would be no light undertaking, especially as the 
companies include Belgian, Dutch, Scandinavian, Swiss, 
and other foreign concerns. It was formerly often con- 
tended by critics that great cqmbines would bring about 
their own downfall from the alleged reason that they were 
too big to be managed. These criticisms have become less 
repeated as it has become understood that the picture of 
a few directors burdened down with a weight of detail 
has little correspondence with reality. The great combines 
are strictly departmentalized, those responsible for the 
departments reporting to a general executive. 

Turner and Newall 

Rationalization has made such headway in British 
industry that it would be possible to cite many examples 
of this form of industrial and financial evolution. The 
Royal Dutch group of petroleum companies has a larger 
combined capital than the Unilever, but the group repre- 
sents more an interlocking of companies than absolute 
unitary control, although the establishment of a common 
policy by the Royal Dutch is equally effective. A much 
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smaller yet very interesting example is furnished by Turner 
and Newall, manufacturers of asbestos and allied products. 
The directors of this concern have stated their conception 
of rationalization very clearly ; their aims are worth repro- 
ducing at length. " The Turner and Newall organization/’ 
says this statement, 

*‘is built around the principle of a grouping by con- 
sent of allied interests and activities, based upon self- 
operating units (i.e. branch or controlled companies, 
each with its own Board of Directors, composed of men 
actually engaged and experienced in the business) linked 
up for purposes of co-operation and co-ordination 
through Executives of Branch and Controlled Company 
Directors with the Board of your Company, which con- 
fines its attention to general matters such as finance and 
policy. The advantages of this method of co-operative 
working will be obvious. Firstly, the pooling of know- 
ledge and a general increase in achievement resulting 
therefrom; secondly, freedom and flexibility at the 
Branches and Controlled Companies ; thirdly, co-opera- 
tion and co-ordination of effort by means of monthly 
meetings of Directors and Controlled Companies ; and 
fourthly, a general supervision and control from your 
own Board with the minimum of interference.” 

This Company has formed a Cartel to supplement its 
policy of rationalization through direct control; to this 
Cartel asbestos manufacturers in ten European countries 
have so far allied themselves. The objects of the Cartel in- 
clude exchange of technical knowledge, the establishment 
in Switzerland of a Central Institute of Research, the 
foundation of new factories in neutral countries, and the 
organization of export business. The number of subsidiary 
companies of Turner and Newall in June, 1933, totalled 27, 
the control extending to companies producing the raw 
material as well as to those engaged in manufacturing. 
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Kreuger and Toll and the Swedish Match 
Before we proceed to a few concluding remarks on the 
subject of rationalization in general, a reference must be 
made to the activities of the Swedish G^mpanies, Kreuger 
and Toll and the Swedish Match Company, which have 
been worked under single control. Readers will remember 
that we are writing in 1933. Kreuger and Toll is in a sense 
an Investment Trust Company, but it has been more 
significantly a Finance Company engaged very largely in 
smoothing the path for deals by the Swedish Match con- 
cern. The policy of the Swedish Match Company has been 
to acquire in many nations monopolies for the manufacture 
of matches. It has done so by obtaining control of other 
concerns, by making working arrangements with other 
manufacturers to such an extent as to eliminate any real 
competitive factor, or by securing monopolies direct from 
Governments in return for loans. Such a loan policy has 
been carried out almost the world over, and in the carrying 
out of the policy Kreuger and Toll has played a prominent 
negotiatory part. The complete control of these two 
companies until 1932 was in the hands of one, Mr. Ivar 
Kreuger, who in that year committed suicide, after having 
brought the concerns over which he was the president 
into desperate financial condition. Since the direction of 
Kreuger and Toll and the Swedish Match Company 
proved to be so seriously at fault, it would be wasting time 
to attempt to judge the merits and demerits of rational- 
ization from the experiences of these two concerns. We 
would remark, however, that the granting of loans to 
impecunious Governments in return for industrial priv- 
ileges strikes us as a distinctly unhealthy form of capital- 
istic activity. This form of lending releases Governments 
from the necessity of having to submit to the ordinary 
tests of the international capital markets when they want 
to borrow, and it encourages Governments to run further 


14A — (Cl a) 
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into debt than canons of sound finance warrant. Addi- 
tionally it is unfair to those manufacturers who have not 
similar resources and to those who, if they had the means, 
would not deem financing Governments the legitimate 
concern of industrialists, whether those industrialists 
acted directly or through a sister Company. 

Rationalization: State Policy and 
Social Justice 

The right connection of Governments with rationaliza- 
tion is the other way round, namely, that Governments 
should foster the movement even to the extent of risking 
a limited amount of cash where initial guarantees are 
required, as, for example, in the cases of industries with a 
future but which have sunk so low that additional capital 
cannot be obtained without State sponsorship. Even a 
course such as this should be taken rarely. The better way 
is on the lines of the Bankers' Industrial Development 
Company, which was formed in 1930 with a nominal 
capital of £6 millions, divided into forty-five A” Shares 
and fifteen '"B" Shares of £100,000 each, one-fourth of 
the capital being called up. The ** A” Shares have been 
subscribed by British banking and issuing houses, and 
the '‘B" Shares by the Securities Management Trust, a 
company formed by the Bank of England; as the *‘B" 
Shares have three times the voting power of the “A," the 
voting power of the Bank of England is equal to that of 
the other subscribers. 

It was officially stated that the Bankers' Industrial 
Development Company would examine schemes of ration- 
alization submitted by basic industries and assist those 
industries to obtain the necessary capital. Individual 
companies would not be financed ; these would still have 
to negotiate with financial institutions in the ordinary 
way. The purpose of the Bankers' Company was to ensure 
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that satisfactory regional schemes for the reorganization 
of industry would receive the widest measure of practical 
assistance. It was considered that the approval of the 
Company would afford evidence that schemes were worthy 
of support and thus command the backing of City financial 
houses. The Company during the first four years of its 
history was principally concerned with attempts to reor- 
ganize the Lancashire Cotton Industry, the Lancashire 
Steel Industry, and the Nottingham collieries. In this 
period also was formed the National Shipbuilders Security 
for the buying up and closing down of redundant ship- 
yards, the Securities Management Trust assisting the 
venture. 

Rationalization is at an early stage; many of the 
changes it is likely to induce are the province of the 
engineer, and upon most of the lines of possible develop- 
ment, industrial or financial, it would be rash to prophesy. 
The investor would do well to bear in mind, however, that 
the relation of the large combination to the State and to the 
public will be an increasingly responsible one. Dividends 
are unlikely to be paid on the scale which swelled the 
stomachs and turned the heads of the most materially 
favoured of our Victorian ancestors. Some of us who are 
investors and who want to see the cause of social justice ad- 
vance will not repine ; and neither will we buy the shares 
of rationalized concerns at prices which suggest that 
distributable profits will be unlimited. 



NOTES 

Chapter I. I am aware that there are aspects of the 
controversy upon usury specially appealing to philosophers 
and theologians and that the attitude of the Church toward 
the taking of interest may have been more fundamental than 
secularly-minded historians allow and a majority of the 
Churches pamphleteers reveal. A particularly sympathetic 
examination of the Church's case is to be found in Mr. R. H. 
Tawney's introduction to A Discourse upon Usury by Thomas 
Wilson. "The formal expression of medieval theory retained 
to the end/' says Mr. Tawney, "the characteristics natural in 
a system which claimed to mediate between the humblest 
activity and the divine purpose and which, therefore, discussed 
economic issues as subordinate to the real business of life, 
which is salvation. It was the menace to this whole philosophy 
which causes contemporary religious opinion to find an almost 
tragic interest in the controversy with regard to usury. For 
it had been through the theory of usury that the most per- 
sistent attempt had been made to translate these general 
ethical conceptions into a legal system applicable to the 
particular transactions by wluch property is acquired and 
trade carried on." 

George Eliot, presumably relying on Italian historical 
sources, tells us in the fifth chapter of Romola that the Bardi, 
"the Christian Rothschilds of that time," imdertookto furnish 
specie for the wars of Edward III and had revenues in kind 
made over to them, especially in wool. "Their august debtor 
left them with an august deficit, and alarmed Sicilian creditors 
made a too sudden demand for the payment of their deposits, 
causing a ruinous shock to the credit of the Bardi and that of 
associated houses, which was felt as a commercial calamity 
along the coasts of the Mediterranean." Actually, the Bardi 
failed in the reign of Henry VI, nearly seventy years after the 
death of Edward III. Therefore, the failure can hardly be 
attributed to the misdoings of the latter monarch. 

Chapter II. The Merchants of the Staple and the Brother- 
hood of St. Thomas k Becket, which in some old references 
seem indistinguishable from one another, were in existence 
before the Society of Merchant Adventurers. The date of the 
Staplers' first English Charter is unknown, but it is recorded 
that they were trading to the Netherlands in the middle of 
the thirteenth century. It is noteworthy that the Staplers 
were for long all foreigners and that this state of affairs was 
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encouraged by English kings. The Staplers can be regarded 
as an English Corporate Body from 1362, when restrictions on 
English merchants were removed. The Society of Merchant 
Adventurers claim to have spnmg from the London Guild of 
Mercers, a Company which started the first woollen manu- 
facture in England in 1296. 

The Levant Company in 1680 claimed to be Regulated, and 
in the course of a dispute with the East India Company 
criticized joint stock companies as not so much encouraging 
merchants as all sorts and conditions of people who happened 
to be shareholders. It might seem to follow that at this time 
only actual merchants were shareholders in the Levant 
Company. But in 1629 the Levant Company resolved to 
trade as joint stock, so as to reduce the Greeks to reasonable 
prices. The joint stock principle was re-affirmed in the 
following January, as likely to be beneficial to the Company. 

Chapter III. Charles Ts dislike of the East India Company 
is the better understood when it is known that the Company 
declined to advance him money or to allow him to join the 
Company without paying his footing. 

Chapter VI I. “ The last twenty years of the eighteenth cen- 
tury yield us little in company history.'* Yield us little, that 
is, as far as the main stream of company history is concerned. 
Between 1780 and 1790 several substantially capitalized 
companies were formed in the provinces, including the Cornish 
Metal Society, the Birmingham Mining and Copper Company, 
and the Crown Copper Company. The capital, however, was 
subscribed locally and the number of shareholders small. 

Chapter VIII. Britain's Foreign Investments. Professor 
J. H. Clapham refers to a reputed" amount of £93 millions in 
1827. (An Economic History of Modern Britain, 1926 Edition, 
page 495.) 

"The amount of British investments in the United States 
round about 1840 has been estimated at figures varying from 
£22 millions to £40 millions." The first estimate is that of 
Garland ; the second that of Andrew Jackson. 

"... the figure of £224 millions looks below the mark, 
at least as far as investments in Railway Companies are 
concerned." Leone Levi in The History of British Commerce 
gives £69,626,000 as the nominal capital of Railway Companies 
making public issues in 1834, ^^35, and 1836. The total 
capital of British Railways at 30th June, 1845, was £88,481,000. 

Chapter IX. "There is fairly definite evidence that 
twenty-five years later the sum was approximately £1,000 
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millions/’ I have accepted Sir Robert Giffen’s estimate of 
£1,300 millions as the amount of British capital invested 
abroad at the end of 1878. If we take the average annual 
amount of overseas investment from 1871 to 1878 at £35 
millions we are left with a total of £1,000 millions as the figure 
at the end of 1870. 

"'The amoimt of gold currency in circulation within the 
United Kingdom increased from £i 13s. per head of popu- 
lation in 1844 to £2 I2S. per head in 1868.” The estimate 
for 1844 is based on William Newmarch ; that for 1868 on 
W. S. Jevons. 

Chapter XII. Classification of Investments. The example 
is from the Report of the Lake View Investment Trust for the 
year to 31st March, 1933. It will be appreciated that the 
method of distribution of investments varies greatly according 
to the convictions, knowledge, and temperament of directors. 

The quotation from Mr. Glasgow is from his book TJie 
Scottish Investment Trust Companies. 

Chapter XVII. Britain’s Overseas Investments. Sir 
Robert Kindersley in 1933 estimated Great Britain’s Overseas 
Investments at 31st December, 1930, as amounting to 
£3,185 millions. This figure represents public issues of capital 
only and does not include private investments and securities 
not quoted in Great Britain, which would. Sir Robert calculates, 
account for another £540 millions. Sir Robert "roughly” 
estimates that these £540 millions were distributed as follows : 
Dominions, £200 millions ; United States, £120 millions ; South 
America, £120 millions ; and Europe, £50 millions. His analysis 
of the geographical distribution of the public issues is set out 
below — , , 


Australasia 

494,000,000 

Europe . 

245,000,000 

India and Ceylon . 

458,000,000 

Argentine 

360,000,000 

Canada . 

446,000,000 

Brazil . 

151,000,000 

South Africa . 

224,000,000 

Chile . 

49,000,000 

New Zealand . 

123,000,000 

Rest of South Amer- 

Malaya 

108,000,000 

ica 

83,000,000 

British West Africa . 

46,000,000 

Mexico and Central 


West Indies . 

40,000,000 

America 

50,000,000 

Other Colonies 

48,000,000 

United States. 

Japan . 

China . 

Other Asiatic Coun- 
tries . 

Non-British Africa . 

81.000. 000 

63.000. 000 

40.000. 000 

47.000. 000 

29.000. 000 


Total Foreign Coun- 

Total Dominions 987,000,000 tries . 1,198,000,000 

Grand Total . . ;^3, 185 ,000,000 
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Sir Robert put the income from British Overseas Invest- 
ments in the four years 1929-32 as under — 



1929 

1 j 

1930 i 1931 1 *93* 

From 1 

Foreign and Colonial 
Governments and Muni- 
cipalities 

British Companies (regis- 
tered in Great Britain) . 

Foreign and Colonial Com- 
panies (registered 
abroad) 

Other Investments not 
covered by above 

c 

64,661,000 

c 

64,666,000 

c 

65,920,000 

C 

! 60,000,000 

85,983,000 

76,466,000 

48,747,000 

42,500,000 

61,721,000 

31,043,000 

40,846,000 

38,200,000 

18,510,000 1 

16,830,000 

13,224,000 

11,900,000 

£230,873,000 

£209,005,000 

£* 68 , 737,000 

£152,600,000 


1 1 ! 


It will be noted that Great Britain's investments in the 
United States at 31st December, 1930, were substantially less 
than at the end of 1913, reflecting the vast sales of these 
investments made by Great Britain in order to finance the 
War. 

Chapter XVIII. “A League of Nations Report” — The 
Course and Phases of the World Economic Depression. 

Chapter XIX. Imperial Chemical Industries. “The initial 
capital was slightly over £58 millions.” Some industrious 
person is sure to add up the shares enumerated and find that 
the total is £57^ millions. Therefore, I explain that another 
£500,000 had been allotted, but did not rank for dividend in 
the first year. 
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In demy 8vo, cloth gilt, 250 pp. 78. 8d. net. 

EXAMINATION NOTES ON SECRETARIAL PRACTICE. By C. W. Adams, 
A.C.I.S. Second Edition. In crown 8vo, cloth, 80 pp. 28. Sd. net. 

INCOME TAX 

INCOME TAX lAW, PBACTICE, AND ADMINISTRATION. By F. F. 

Sharles, F.S.A.A. ; R. P. Croom-Johnson, LL.B., K.C. ; L. C. Graham- 
Dixon, of the Inner Temple, Barrister -at- Law; and W. J. Eccott, formerly 
one of H.M. Principal Inspectors of Taxes. In crown 4to, half leather 
gilt, 1432 pp. 4s. net. Three volumes. 

DICTIONARY OF INCOME TAX AND SUR-TAX PRACTICE. By W. E. 
Snelling. Eighth Edition. In demy 8vo, half leather gilt, 732 pp. 258. 
net. 

INTRODUCTION TO INCOME TAX. By E. D. Fryer, A.L.A.A. In crown 
8vo, cloth, 100 pp. Second Edition. 28. 6d. net. 

SNELLINO’S PRACTICAL INCOME TAX. In crown 8vo, cloth, 181 pp. 
8s. 6d. net. Twelfth Edition. 

INCOME TAX HANDBOOK FOR COMPANY SECRETARIES. By C. W. 
Chivers. In demy 8vo, cloth gilt, 156 pp. 58. net. 

ECONOMICS 

THE GENERAL TARIFF OF THE UNITED KINGDOM; LAW AND REGU- 
LATIONS. Compiled by A. S. Harvey, H.M. Customs and Excise Depart- 
ment. In demy 8vo, cloth gilt, 188 pp. 58. net. 

AN INTRODUCTION TO INTERNATIONAL TRADE AND TARIFFS. By 
R. A. Hodgson, B.Com. (Lond.). In demy 8vo, cloth gilt, 208 pp. $8. net. 

ECONOMICS OF THE ENGLISH BANKING SYSTEM. By W. J. Weston, 
M.A., B.Sc., of Gray’s Inn, Barrisier-at-Law. In demy 8vo, cloth gilt, 
136 pp. 58. net. 

DICTIONARY OF ECONOMIC AND BANKING TERMS. By W. J. Weston. 
M.A., B.Sc. ; and A. Crew, Barrister-cU-Law. In crown 8vo, cloth, 248 pp. 
5 b. net. Third Edition. 

ECONOMIC GEOGRAPHY. By J. McFarlanb, M.A., M.Com. Third Edition. 
In demy 8vo, cloth gilt, 656 pp. lOs. 6d. net. 

THE PRINCIPLES OF ECONOMIC GEOGRAPHY. By R. N. Rudmose 
Brown, D.Sc. Second Edition. In demy 8vo, cloth gilt. 223 pp. 6g, net. 

THE HISTORY OF COMMERCE. By T. G. Williams, M.A., F.R.Hist.S., 
F.R.Econ.S. In demy 8vo, cloth gilt, 343 pp. 58. net. 

OUTLINES OF THE ECONOMIC HISTORY OF ENGLAND. By H. O. 
Meredith, M.A., M.Com. Second Edition. In demy 8vo, cloth jrilt. 
430 pp. 7s.8d.net. 

INTERNATIONAL RELATIONS. By R. L. Busll. In demy 8vo, cloth gilt, 
858 pp. 2lB.net. 
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MAIN CURRENTS OF SOCIAL AND INDUSTRIAL CHANGE. By T. G. 
Williams, M.A., F.R.Hist.S., F.R.Ecoii.S. In crown 8vo, cloth gilt, 
320 pp. 58. net. 

THE PRINCIPLES OF BUSINESS ECONOMICS. By James Stephenson, 
M.A., M.Com., D.Sc. In demy 8vo, cloth gilt, 504 pp. lOs. 6d. net. 

ECONOMICS OF THE MANUFACTURING BUSINESS. By W. A. Stewart 
Jones, F.C.W.A., F.S.S. In demy 8vo, cloth, 160 pp. 88. 6d. 

ECONOMICS FOR BUSINESS MEN. By W. J. Weston, M.A., B.Sc. In 
crown 8vo, cloth gilt, 230 pp. 88. 6d. net. 

PRINCIPLES OF ECONOMICS. By L. A. Rufener, Ph.D. In medium 8vo, 
cloth gilt, 862 pp. 168. net. 

A TEXTBOOK OF ECONOMICS. By W. J. Weston, M.A., B.Sc. In demy 
8vo, cloth gilt, 460 pp. lOs. 6d. net. 

ECONOMIC PRINCIPLES FOR INDIAN READERS. By Dr. P. Basu. 
In demy 8vo, cloth, 356 pp. ?8. 6d. net. 

ECONOMICS OF INSTALMENT TRADING AND HIRE PURCHASE. By W. F. 
Crick. In demy 8vo, cloth gilt, 126 pp. 58. net. 

LABOUR ECONOMICS. By Solomon Blum. In deray 8vo, cloth gilt, 
590 pp. ISs. 6d. net. 

THIS AGE OF PLENTY. By C. M. Hattersley, M.A., LL.B. Fourth 
Edition. In crown 8vo, 427 pp., paper, 8s. 6d. net ; cloth, 68. net. 

A FAIR WAGE. By Edward Batten, M.I.Mech.E. 100 pp. 28. 66. net. 

ECONOMICS OF THE INDUSTRIAL SYSTEM. By H. A. Silverman, B A. 
(Econ.). In demy 8vo, 348 pp. 78. 6d. net. 

THE SUBSTANCE OF ECONOMICS. By H. A. Silverman, B.A. (Econ.) 
Eighth Edition. In demy 8vo, cloth gilt, 370 pp. 68. net. 

ECONOMICS OF PRIVATE ENTERPRISE, THE. By J. H. Jones, M.A. 
In demy 8vo, cloth gilt, 456 pp. 78. 6d. net. 

INDUSTRIAL COMBINATION IN ENGLAND. By Patrick Fitzgerald, 
D.Sc. (Econ.), Acting Editor “The Statist." Second Edition. In demy 
8vo, cloth gilt, 248 pp. lOs. 66. net. 

ECONOMICS OF THE WHOLESALE AND RETAIL TRADE. By James 
Stephenson, M.A., M.Com., D.Sc. In deray 8vo, cloth, 292 pp. 5 b. 

ECONOMICS OF PRODUCTION AND EXCHANGE. By James Stephenson, 
M.A., M.Com., D.Sc. ; and Noel Branton, B.Com. In demy 8vo, cloth, 
484 pp. 78. M. net. 

ECONOMICS OF BANKING, TRADE AND FINANCE. By James Stephenson 
and Noel Branton. In demy 8vo, cloth, 382 pp. 78. 6d. 

ECONOMICS OF THE IMPORT AND EXPORT TRADE. By Hiromu 
Naqaoka. In demy 8vo, cloth, 235 pp. 58. 

ENGINEERING ECONOMICS. By T. H. Burnham, B.Sc., Hons., B.Com. 
(Lond.), A.M.I,Mecb.E. Second Edition. In demy 8vo, cloth gilt, 392 pp. 

iOl. net. 
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PITMAN’S ECONOMICS SERIES 

General Editor : Professor J. H. Jones, M.A. 

Each in large crown 8vo, bound in limp keratol, gilt. 

A PRIMER OF ECONOMIC GEOGRAPHY. By L. W. Lyde, M.A., F.R.G.S., 
F.R.S.G.S. 220 pp. 58.net. 

BRITISH ECONOMISTS. By Francis C. Hood, M.A. 106 pp. 2s. 6(1. net. 
BUSINESS FORECASTING. By J. H. Richardson, M.A., Ph.D. lIOpp. 
2s. 6d. net. 

CURRENCY AND BANKING. By D. T. Jack, M.A. 204 pp. 58. net. 
ECONOMIC FUNCTIONS OF THE STATE. By R. H. Soltau, M.A. 184 pp. 
5s. net. 

FINDING CAPITAL FOR BUSINESS. By David Finnie, M.A , C.A. 126 pp. 
2s. 6d. net. 

INTERNATIONAL TRADE. By D. T. Jack, M.A. 126 pp. 28. 6d. net. 
METHODS OF REMUNERATION. By R. Wilson, M.A., B.Sc. 108 pp. 
28. 6d. net. 

OVERHEAD COSTS. By Sir Henry N. Bunbury, K.C.B. 96 pp. 28. 6d. 
net. 

PRODUCTION. By Hubert Phillips, M.A. (Oxon). 168 pp. 58.net. 
SOCIALISM. By Robert Richards. 114 pp. 2s. Bd. net. 

TRANSPORT AND COMMUNICATIONS. By K. G. Fenelon, M.A.. Ph D. 
110 pp. 28.Bd.net. 

VALUE AND DISTRIBUTION. By Hubert Phillips, M.A. (Oxon). 174 pp. 
58 . net. 


MUNICIPAL WORK 

COSTING SCHEMES FOB LOCAL AUTDOBITIES. By J. H. Burton. 
Second Edition. In demy 8vo, 144 pp. 58. net. 

LOANS AND BORROWING POWERS OF LOCAL AUTHORITIES. By 
J. H. Burton. In demy 8vo, cloth gilt, 228 pp. 78. Bd. net. 

LOCAL GOVERNMENT OF THE UNITED KINGDOM AND THE IRISH FREE 
STATE. By J. J. Clarke, M.A., F.S.S., of Gray's Inn, B arris ter-at- Law. 
Seventh Edition. In crown 8vo, cloth gilt, 864 pp. 128. Bd. net. 

RATES AND RATING. By Albert Crew, Barrister-at-Law, and W. T. 
Creswell. Seventh Edition (England and Wales). In crown 8vo, cloth 
gilt, 526 pp. 12s. Bd. net. 

MUNICIPAL BOOK-KEEPING. By J. H. McCall, F.S.A.A. Third 
Edition. In demy 8vo, cloth gilt, 130 pp. 78. Bd. net. 

MUNICIPAL AUDIT PROGRAMMES. By S. Whitehead, A.S.A.A. 
Secon<i Edition. In demy 8vo, cloth gilt. 116 pp. 58 . net. 

MUNICIPAL ACCOUNTING SYSTEMS. By S. Whitehead. Second Edition. 

In demy 8vo, cloth gilt, 168 pp. 58. net. 

MUNICIPAL STUDENT’S EXAMINATION NOTEBOOK. By S. Whitehead. 

Second Edition. In crown Svo, cloth, 335 pp. 78. Bd. net. 

AMERICAN CITY GOVERNMENT. By W. Anderson, Ph.D. In demy 8vo, 
doth gilt, 686 pp. 218. net. 
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MUNICIPAL SERIES* The Organization and Administration of the Various 

Departments of a Municipal Office. Edited by W. Bateson, A.C.A., 

F.S.A.A.— 

FINANCE DEPARTMENT. By William Bateson, A.C.A., F.S.A.A. In 
demy 8vo, cloth gilt, 274 pp. 7i. 6d. net. 

TRAMWAYS DEPARTMENT. By S. B. Norman Marsh, Accountant to 
the Birmingham Corporation Tramways, In, demy 8vo, cloth gilt, 
170 pp. 68. net. 

ELECTRICITY UNDERTAKING. By C. L. E. Stewart, M.I.E.E. In 
demy 8vo, cloth gilt, 180 pp. 68. net. 

GAS UNDERTAKING. By Edwin Upton, F.S.A.A. In demy 8vo, cloth 
gilt, 130 pp. 58. net. 

TOWN CLERK’S DEPARTMENT AND THE JUSTICES’ CLERK’S 
DEPARTMENT. By A. S. Wright and E. H. Singleton. In demy 
8vo, cloth gilt, 268 pp. 78. 6d. net. 

WATERWORKS UNDERTAKING. By Frederick J. Alban, F.S.A.A., 
F.I.M.T.A., A.C.I.S. In demy 8vo, cloth gilt, 314 pp. lOs. (M. net. 

EDUCATION DEPARTMENT. By Alfred E. Ikin, B.Sc., LL.D. In demy 
8vo, cloth gilt, 251 pp. 78. 64. net. 

PUBLIC HEALTH DEPARTMENT. By W. A. Leonard, Chief Clerk and 
Statistician in the Public Health Department, Birmingham, In demy 
8vo, cloth gilt, 155 pp. 68. net. 

MUNICIPAL ENGINEER AND SURVEYOR’S DEPARTMENT. By E. J. 

Elford, Engineer, Architect and Surveyor to the Metropolitan Borough 
of W andsworth. In demy 8vo, cloth gilt, 245 pp. lOl. 6d. net. 

RATING DEPARTMENT. By A. H. Peacock, M.A., A.S.A.A., Incorpor- 
ated Accountant. In demy 8vo, cloth gilt, 96 pp. 5s. net. 

ADVERTISING AND SALESMANSHIP 

THE DICTIONARY OF ADVERTISING AND PRINTING. By G. J. Fresh- 
WATER and Alfred Bastibn. In crown 4to, half leather gilt, 460 pp. 
428. net. 

ART IN ADVERTISING. By Dorothy E. M. Holdich and Ernest W. 
Twining. In crown 4to, cloth gilt, 206 pp. 258. net. 

ADVERTISING TO WOMEN. By Carl A. Naether, M.A. Size 9 in. by 
6 in., cloth gilt, 356 pp. 218. net. 

STORECRAFT. By S. A. Williams, M.A. In crown 8vo, cloth, 143 pp. 
Ss. 6(1. net. 

PRINCIPLES OP RETAIL DISTRIBUTION. By S. A. Williams. M.A. In 
crown 4vo, cloth gilt, 218 pp. 58. net. 

PRINCIPLES OP RETAILING. By N. A. Brisco, Ph D. In demy 8vo, 
cloth gilt, 336 pp. 16s. net. 

SUCCESSFUL RETAILING. By E. N. Simons. In demy 8vo, cloth gilt, 
210 pp. 58.net. 
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THE CRAFT OF SILENT SALESMANSHIP. A Guide to Advertisement 
Construction. By C. Maxwell Tregurtha and J. W. Frings, Size 
6| in, by 9^ in., cloth, 98 pp., with illustrations, 68. net. 

SALES COUNTERCRAFT. By William G. Carter, M.P.S. In demy 8vo, 
cloth gilt, 224 pp. 7s. 6d. net. 

PERSONAL SALESMANSHIP. By R. Simmat, M.A. In demy 8vo, cloth 
gilt, 108 pp. 68. net. 

SALESMANSHIP. By William Maxwell. In crown 8vo, cloth gilt, 238 pp. 
58. net. 

SALESMANSHIP. By W. A. Corbion and G. E. Grimsdale. In crown 8vo, 
cloth, 168 pp. 8s. 6d. net. 

TRAINING FOR MORE SALES. By C. C. Knights. Second Edition. In 
demy 8vo. cloth. 264 pp. 58. net. 

AN OUTLINE OP SALES MANAGEMENT. By C. C. Knights. Second 
Edition. In demy 8vo, cloth gilt, 196 pp. 58. net. 

TECHNIQUE OF SALESMANSHIP. By C. C. Knights. Second Edition. 
In demy 8vo. cloth gilt, 249 pp. 5s. net. 

BUILDING RETAIL SALES. By C. C. Knights. In demy 8vo, cloth gilt, 
230 pp. 5s. net. 

MORE SALES THROUGH THE WINDOW. By C. C. Knights. In demy 
8vo, cloth gilt, 170 pp. 5s. net. 

PRACTICAL SALESMANSHIP. By N. C. Fowler, Junr. In crown 8vo. 
337 pp. 78. 6d. net. 

RETAIL MANAGEMENT. By Cunliffe L. Bolling. In demy 8vo. cloth 
gilt, 484 pp. 15s. net. 

RETAIL SALESMANSHIP. By Cunliffe L. Bolling. Second Edition. In 
demy 8vo, cloth gilt, 284 pp. 7s. Id. net. 

SALES MANAGEMENT. By Cunliffe L. Bolling. Second Edition. In 
demy 8vo, cloth gilt, 372 pp. lOs. 6d. net. 

SALESMEN’S AGREEMENTS. Compiled from the proceedings of a special 
Conference of the Incorporated Association of Sales Managers of Great 
Britain. In demy 8vo, cloth gilt, 84 pp. 58. net. 

THE OUTFITTER'S SALESMAN. By E. Ostick, M.A., L.C.P. In crown 8vo. 
cloth gilt, 170 pp. 58. net. 

TEXTILES FOR SALESMEN. By E. Ostick, M.A„ L.C.P. Second Edition. 

In crown 8vro, cloth gilt, 174 pp. 5s. net. 

PSYCHOLOGY AS A SALES FACTOR. By A. J. Greenly. Second Edition. 
In demy 8vo, cloth gilt, 224 pp. lOs. Id. net. 

MODERN SALES CORRESPONDENCE. By D. M. Wilson. In demy 8vo. 
cloth gilt, 80 pp. 58. net. 

DIRECT MAIL ADVERTISING FOR THE RETAIL TRADER. By H. 
Dennett. In demy 8vo, cloth gilt, 220 pp. 78. Id. net. 

SALES AND ROUTINE LETTERS FOR THE RETAIL TRADER. By H. 
Dennett. In demy 8vo. cloth gilt, 204 pp. 78. Id. net. 

COMMERCIAL TRAVELLING. By Albert E. Bull. In crown 8vo. cloth 
gilt, 174 pp. 88. Id. net. 

TRAINING FOR TRAVELLING SALESMEN. By Frank W. Shrubsall. 
In crown 8vo, cloth gilt, 90 pp. 2 b. Id. net. 
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THE BUSINESS MAN’S GUIDE TO ADVERTISING. By A. E. Bull. In 
crown 8vo, cIotb< 127 pp. 8s« 6d. net. 

ADVERTISING AND THE SHOPKEEPER. By Harold W. Eley. In crown 
8vo, 160 pp. 8s. 6d. net. 

ROUTINE OF THE ADVERTISING DEPARTMENT. By Reginald H. W. 

Cox. In demy 8vo, cloth gilt, 202 pp. 10s. Bd. net. 

LAY-OUTS FOR ADVERTISING. By John Dell. In crown 8vo, cloth gilt, 
176 pp. 12 b. 6d. net. 

ADVERTISEMENT LAY-OUT AND COPY-WRITING. By A. J. Watkins. 
In crown 4to, cloth, 130 pp. IBs. net. 

PRACTICAL TYPOGRAPHY AND COPY WRITING. By Courtney D. 
Farmer. In demy 8vo, cloth gilt. 1 10 pp. 5s. net. 

BUSINESS LEnnPER PRACTICE. By J. B. Opdyckb. Fourth Edition. In 
demy 8vo, cloth gilt, 602 pp. 7b. 6d. net. 

SELLING BY POST. By Harold W. Eley. In foolscap 8vo, leatherette, 
64 pp. l8.net. 

THE OUTDOOR SALES FORCE. By P. E. Wilson. In crown 8vo, cloth, 
146 pp. 8g.6d.net. 

SUCCESSFUL BUYING. By E. N. Simons. In demy 8vo, cloth gilt, 291 pp. 
lOs. 6d« net. 

MODERN PUBLICITY. By A. W. Dean. In crown 8vo. cloth, 70 pp. 
28. 6d. net. 

MARKET RESEARCH. By R. Simmat, M.A. In demy 8vo, cloth gilt, 
128 pp. 68.net. 

PRACTICAL AIDS TO RETAIL SELLING. By A. Edward Hammond. 
In demy 8vo, cloth gilt, 180 pp. 128 pp. 78. 6d. net. 

ADVERTISING THROUGH THE PRESS. By N. Hunter. In demy 8vo. 
cloth, 146 pp. 58. net. 

PRACTICAL PRESS PUBLICITY. By A. L. Culyer. In demy 8vo, cloth. 
95 pp. 3s. 6d. net. 

SHOP FITTINGS AND DISPLAY. By A. E. Hammond. In demy 8vo. 
cloth, 142 pp. 58. net. 

WINDOW DRESSING. By G. L. Timmins. In crown 8vo, cloth, 85 pp. 

28. net. 

ART OF WINDOW DISPLAY. Edited by H. Ashford Down. In crown 
4to, cloth gilt, 220 pp. 218. net. 

COMMERCIAL PHOTOGRAPHY. By D. Charles. Second Edition. In demy 
8vo. cloth gilt, 316 pp. lOs, 6d. net. 

HINTS AND TIPS FOR COMMERCIAL ARTISTS. By Bernard J. Palmer. 
Second Edition. In crown 8vo, 122 pp. 58. net. 

TRAINING IN COMMERCIAL ART. By V. L. Danvers. In crown 4to. 
218* net. 

TICKET AND SHOW CARD DESIGNING, By F. A. Pearson. In foolscap, 
180 pp. 4to, cloth. 8 b, 6d, net. 
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TYPES AND TYPE FACES. (From Modern Advertising.) By C. M. 
Tregurtha. In crown 4to, quarter cloth, 48 pp. 28. 6d. net. 

THE ART AND PRACTICE OF PRINTING. Edited by Wm. Atkins. In six 
volumes. In crown 8vo, cloth gilt. Each 78. 6d. net. 

PRINTING. By H. A. Maddox. Second Edition. In demy 8vo, cloth, 178 pp. 
5s. net. 


JOURNALISM 

SUB-EDITING. By F. J. Mansfibld. In demy 8vo, cloth gilt, 264 pp. 
lOs. 6d. net. 

JOURNALISM. By Some Masters of the Craft. In demy 8vo. 232 pp. 
58 . net. 

MODERN JOURNALISM. By C. F. Carr and F. E. Stevens. In demy 8vo, 
cloth gilt, 252 pp. lOs. 6a. net. 

JOURNALISM AS A CAREER. Edited by W. T. Cranfibld. In demy 8vo, 
doth. 108 pp. 5s. net. 

AUTHORSHIP AND JOURNALISM. By Albert E. Bull. In crown 8vo. 
cloth, 170 pp. 8s. 6d. net. 

PITMAN^S POPULAR GUIDE TO JOURNALISM. By Alfred Kingston. 
Fourth Edition. In crown 8vo, cloth, 124 pp. 28. 6d. net. 

PITMAN’S PRACTICAL JOURNALISM. By Alfred Baker. Second Edi- 
tion, Revised by E. A. Cope. In crown 8vo, cloth, 180 pp. Ss. 6d. net. 

SHORT STORY WRITING AND FREE-LANCE JOURNALISM. By Sydney 
A. Moseley. Second Edition. In demy 8vo, cloth gilt, 241 pp. 78. 6d. net. 


LAW 

ELEMENTARY LAW. By E. A. Cope. In crown 8vo, cloth, 224 pp., with 
specimen legal forms. 48. net. Second Edition, Revised by A. H. Cosway. 

SLATER’S MERCANTILE LAW. Seventh Edition, by R. W. Holland, 
O.B.E., M.A., M.Sc., LL.D., Barrister-at-Law, and R. H. Code Holland, 
B.A. (Lond.), Barrister~at~Law. In demy 8vo, cloth gilt, 588 pp. 78. 6d. 
net.' 

INTRODUCTION TO COMMERCUL LAW. By Norman A. Webb, B.Sc. 
In demy 8vo, cloth, 175 pp. 58. 

COMPANIES AND COMPANY LAW. By A. C. Connell, LL.B. (Lond.). 
Fourth Edition, Revised by Wl E. Wilkinson, LL.D. In demy 8vo, cloth 
gilt, 422 pp. 68. net. 

MANUAL OP COMPANY LAW AND PRACTICE. By Leslie Maddock, 
Barrister-cU-Law. In demy 8vo, cloth gilt, 437 pp. lOs. 6d. net. 

COMPANY LAW. By D. F. de L'Hoste Ranking, M.A., LL.D., and 

E. E. Spicer, F.C.A. Sixth Edition. Edited by H, A. R. J. Wilson, 

F. C.A., F.S.A.A. In demy 8vo, cloth gilt, 498 pp. lOs. net. 

THE LAW OP JOINT STOCK COMPANIES. By W. T. Weston, M.A., B.Sc., 
of Gray*s Inn, Barrister-at-Law. In demy 8vo, 308 pp. 78. 6d. net. 
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LAW OF CAItmAGE BY RAILWAY. By L. R. Lipsett, M.A., LL.D., and 
T. J. D. Atkinson, M.A. Size 6 in. by 9 in., cloth gilt, 966 pp. 50g. net. 

LAW OF ARBITRATION AND AWARDS. By H. S. Palmer, M.A. (Oxon). 
In demy 8vo, 180 pp. 6s. net. 

LAW OF GAMING AND BETTING. By C. F. Shoolbred, B.A., LL.B., 
Barrister-at-Law. In demy 8vo, cloth gilt, 274 pp. 10s. 6d. net. 

LAW RELATING TO RESTRAINT OF TRADE. By R. Yorke Hedges. 
LL.M., Barrister-at-Law. In demy 8vo, cloth gilt, 140 pp. 7g. 64. net. 

AIR AND AVIATION LAW (CIVIL AVIATION). By Wm. Marshall Free- 
man, Barfister-at-Law. In demy 8vo, cloth gilt, 176 pp. 78. 6d. net. 

ADMINISTRATION OF ESTATES. By A. H. Cosway. In crown 8vo, 172 pp. 
6s« net. 

RIGHTS AND DUTIES OF LIQUIDATORS, TRUSTEES, AND RECEIVERS. 
By D. F. DE L’Hoste Ranking, M.A., LL.D., E. E. Spicer, F.C.A., and 

E. C. Pegler, F.C.A. Size 9J in. by 7 in., cloth gilt, 455 pp. lug. net. 
Eighteenth Edition. Edited by H. A. R. J, Wilson, F.C.A., F.S.A.A. 

LIQUIDATOR’S INDEX AND SUMMARY OF THE COMPANIES ACT AND 
WINDING-UP RULES, 1929. By John H. Senior, F.C.A., and H. M. 
Pratt. In foolscap folio, buckram, 96 pp. 15i. net. 

GUIDE TO BANKRUPTCY LAW AND WINDING UP OF COMPANIES. By 

F. Porter Fausset, M.A., Barrister-at-Law. Second Edition. In crown 
8vo. cloth gilt, 216 pp. 68.net. 

NOTES ON BANKRUPTCY LAW. By V. R. Anderson, A.C.A. In crown 
8vo, cloth, 86 pp. 2s« 6d. net. 

DUCKWORTH’S PRINCIPLES OF MARINE LAW. Fourth Edition, Revised 
by Wm. Marshall Freeman, Barri^ier-at’Leuu. In demy 8vo, 388 pp. 
78. 6d. net. 


LAW FOR JOURNALISTS. By Charles Pilley, Barrister -at- Law. Second 
Edition. In demy 8vo, cloth, 170 pp. 68. net. 

THE LAW RELATING TO BANKING AND FOREIGN EXCHANGE. By 

L. Le M. Minty, Ph.D., B.Sc. (Econ.), B.Com., LL.B., Cert. A.I.B., 
Barrister~at-Law. In crown 4to, half leather gilt, 384 pp. 808. net. 

PARTNERSHIP LAW. By D. F. de L’Hoste Ranking, M.A., LL.D., 
E. E. Spicer, F.C.A., and E. C. Pegler, F.C.A. Fourth Edition. In 
medium 8vo, cloth, 167 pp. 78. 64. net. 

PARTNERSHIP LAW AND ACCOUNTS. By R. W. Holland, O.B.E., M A.. 

M. Sc., LL.D., Barrister-at-Law. In demy 8vo, 174 pp. 6s. net. 

THE LAW OP CONTRACT. By R. W. Holland, O.B.E.. M.A.. M.Sc., LL.D. 
Revised Edition. In demy 8vo, cloth, 123 pp. 58. net. 

TRUSTS. By C. Kelly and J. Cole-Hamilton, Chartered AccountanU, 
In demy 8vo, cloth gilt, 418 pp. 158. net. 
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EXECUTORSHIP LAW AND ACCOUNTS. By D. F. de L'Hoste Ranking, 
M.A., LL.D., E. E. Spicer, F.C.A., and E. C. Pegler, F.C.A. Size 10 in. 
by 7^ in., cloth gilt, 370 pp. 15s. net. Tenth Edition. 

A HANDBOOK ON WILLS. By A. H. Cosway. In crown 8vo, cloth, 
123 pp. 2s. 6d, net. 

WILLS. A Complete Guide for Testators, Executors, and Trustees. With a 
Chapter on Intestacy. By R. W. Holland, O.B.E., M.A., M.Sc., LL.D., 
of the Middle Temple, Barrister-cU-Law. In foolscap 8vo, cloth, 122 pp. 
2s. 6d. net. Third Edition. 

SOLICITOR’S CLERK’S GUIDE. By Edward A. Cope. Revised by Fred 
G. W. Lester. In crown 8vo, cloth gilt, 214 pp. 4s. net. 

MUNICIPAL AND LOCAL GOVERNMENT LAW. By H. Emerson Smith, 
LL.B. (Lond.). Third Edition. (In the Press.) In demy 8vo, cloth gilt, 
272 pp. 10s. 6d. net. 

LAW FOR THE HOUSE-OWNER. By A. H. Cosway. Second Edition. 
128 pp. In crown 8vo, cloth. 2s. 6d. net. 

THE BUSINESS TENANT. By E. S. Cox-Sinclair, B arris ler -at- Law, and 
T. Hynes, LL.B., Burrister-ai-Law. In crown 8vo, cloth, 263 pp. 7g. 6d. 
net. 

LAW AND PRACTICE RELATING TO INCORPORATED BUILDING 
SOCIETIES. By C. P. Best, B.A., LL.B., of the Middle Temple, Barrister- 
at-Law. In crown 8vo, cloth gilt, 480 pp. 12s. 6d. net. 

THE LAW RELATING TO BUILDING AND BUILDING CONTRACTS. By 
W. T. Creswell, Hon. A.R.I.B.A., F.R.San.Inst., of Gray’s Inn, Barrister- 
at-Law. Second Edition. In demy 8vo, cloth, 372 pp. 12s, 6d, net. 

LAW OF INLAND TRANSPORT. By W. H. Gunn, LL.B. (Lond.), of the 
Middle Temple and the South-Eastern Circuit, Barrister-at-Law. In demy 
8vo, cloth gilt, 332 pp. 8s. 6d. net. 

COPYRIGHT IN INDUSTRIAL DESIGNS. By A. D. Russell-Clarkr, of 
the Inner Temple, Barrister-at-Law. In demy 8vo, cloth, 212 pp. 108.6d. net. 

THE LAW OF EVIDENCE. By W. Nembhard Hibbert, LL.D., Barrister- 
at-Law. Sixth Edition, Revised. In crown 8vo, 132 pp. 7s. 6d. net. 

THE LAW OF PROCEDURE. By W. Nembhard Hibbert. Fourth Edition. 
In demy 8vo, cloth gilt, 142 pp. 7s. 6d. net. 

THE LAW OF MASTER AND SERVANT. By Francis Raleigh Batt, 
LL.M., of Gray’s Inn, Barrister-at-Law. Second Edition. In demy 8vo, 
cloth gilt, 522 pp. 128. 6d. net. 

TRADE MARK LAW AND PRACTICE. By A. W. Griffiths. B.Sc. (Eng ), 
Lond., Barrister-at-Law. In demy 8vo, cloth gilt, 268 pp. lOs. 6d. net. 

THE LAW RELATING TO ADVERTISING. By E. Ling-Mallison. B.Sc. 
(Lille), Barrister-at-Law. In crown 8vo, cloth gilt, 234 pp. 78. 6d. net. 

THE LAW RELATING TO INDUSTRY. By H. Samuels. M.A., of the Middle 
Temple, Barrister-at-Law. In demy 8vo, cloth gilt, 258 pp. ISs. net. 

THE LAW OF THE SALE OF GOODS. By C. G. Austin, B.A. (Oxon). 
In demy 8vo, cloth gilt, 172 pp. 58. net. 

LAW AND ORGANIZATION OF THE BRITISH CIVIL SERVICE. By N. E. 
Mustob. In demy 8vo, cloth gilt, 218 pp. 78. 6d. net. 
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BUSINESS REFERENCE BOOKS 

BUSINESS MAN’S ENCYCLOPAEDIA AND DICTIONARY OF C031MEBCE. 
A reliable and comprehensive work of reference on all commercial subjects. 
Fourth Edition. Edited by Frank Heywood, F.C.I.S. Assisted by up- 
wards of 50 specialists as contributors. In 2 vols., large crown 4to, clotii 
gilt, 1926 pp. 308. net. 

BUSINESS TERMS, PHRASES, AND ABBREVIATIONS. In crown 8vo, 
cloth, 280 pp. 38. 6d. net. Seventh Edition. With equivalents in French, 
German, Spanish, and Italian; and facsimile documents. 

PITMAN’S BUSINESS MAN’S GUIDE. In crown 8vo, cloth. 546 pp. 68. net. 
Ninth Edition, Revised. 

MERCANTILE TERMS AND ABBREVIATIONS. Size 3 in. by 41 in., cloth. 
126 pp. Is. 6d. net. Gsntaining over 1,000 terms and 500 abbreviations 
with definitions. 

BUSINESS FORECASTING AND ITS PRACTICAL APPLICATION. By W. 
Wallace, M.Com. (Lond.). Third Edition. In demy 8vo, cloth gilt, 
148 pp. 78. Gd. net. 

PRACTICAL BUSINESS FORECASTING. By D. F. Jordan. Size Sin. by 
9 in., cloth, 270 pp. 168. net. 

BUSINESS CHARTS. By T. G. Rose, A.M.I.Mech.E. In demy 8vo. cloth 
gilt, 104 pp. lOs. 6d. net. 

BUSINESS BUDGETS AND BUDGETARY CONTROL. By A. W. Willsmore, 
F.R.Econ.S. In demy 8vo, cloth gilt, 238 pp. lOs. 6(1. net. 

POLEY’S LAW AND PRACTICE OF THE STOCK EXCHANGE. Fifth 
Edition. By R. H. Code Holland, B.A., of the Middle Temple, Barrister- 
at-Law, and John N. Werry. In demy 8vo, cloth gilt, 470 pp. Us. net. 

FINANCIAL ORGANIZATION AND MANAGEMENT. By C. W.Gerstenberg, 
Professor of Finance at New York University. Size 6 in. by 9 in., cloth 
gilt, 739 pp. 258, net. 

FRAUD AND EMBEZZLEMENT. By Irvine Hubert Dearnley. In demy 
8vo, cloth gilt, 192 pp. 78, 6d. net. 

MONEY-MAKING IN STOCKS AND SHARES. By Sydney A. Moseley 
Third Edition. In demy 8vo, cloth gilt, 252 pp. 78. 6d. net. 

HOW THE STOCK MARKET REALLY WORKS. By W. Collin Brooks. 
In demy 8vo, cloth gilt, 160 pp. 5s. net. 

MARKETS OF LONDON. By Cuthbert Maughan. In demy 8vo, cloth gilt. 
218 pp. 68. net, 

SCIENTIFIC INVESTMENT. By Hargreaves Parkinson, B.A., B.Com. 
Second Edition. In demy 8vo, 246 pp., cloth gilt. lOs. 6d. net. 

INVESTMENT IN STOCKS AND SHARES. By E. D. Kissan and L. D. 
Williams. In demy 8vo, cloth gilt, 224 pp. Ss. 6d. net. 

THE SMALL INVESTOR’S GUIDE. By Sydney A. Moseley. Second Edition. 
In demy 8vo, clotli, 160 pp. 5s. net. 

THE ROOT PRINCIPLES OF INVESTMENT. By H. Cope West. In demy 
8vo, cloth, 232 pp. 158. net. 
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TYPES OF BUSINESS ENTERPBISE. By M. C. Cross. LL.B., Ph.D. In 
medium 8vo, cloth gilt, 348 pp. Sis. net. 

DUPLICATING AND COPYING PROCESSES. By W. Desborouoh. O.B.E. 
In demy 8vo, cloth gilt, 146 pp. 5s. net. 

BUSINESS CYCLES. The Problem and its Setting. By W. C. Mitchell. 
Size 6 in. by 9 in., cloth gilt, 51 1 pp. 30s. net. 

STATISTICAL METHODS. By F. C. Mills, Associate Professor of Business 
Statistics, Columbia University. In demy 8vo, cloth gilt, 620 pp. ISs. net. 

STATISTICS. By William Vernon Lovitt, Ph.D., Professor of Mathematics, 
Colorado College; and Henry F. Holtzclaw, Ph.D., Professor of Com- 
merce, University of Kansas. In medium 8vo, cloth gilt, 304 pp. 15a. net. 

BUSINESS STATISTICS, THEIR PREPARATION, COMPILATION, AND 
PRESENTATION. By R. W. Holland, O.B.E., M.A., M.Sc., LL.D. 
Third Edition. In crown 8vo, cloth, 108 pp. 3s. 6d. net. 

STATISTICS IN THEORY AND PRACTICE. By L. R. Connor, M.Sc., 
Barrisier-at-Law. In medium 8vo, cloth gilt, 392 pp. 128. 6d. net. 

STATISTICS AND THEIR APPLICATION TO COMMERCE. By A. L. 
Boddington, Felloiv of the Royal Statistical and Economic Societies. 
Fifth Edition. In medium 8vo, cloth gilt, 340 pp. 12s. 6d. net. 

A MANUAL OF CHARTING. Size 6 in. by 9 in., cloth gilt, 116 pp. 6i. net. 

PITMAN’S BOOK OF SYNONYMS AND ANTONYMS. In crown 8vo. cloth. 
140 pp. 28.6d.net. 

PITMAN’S OFFICE DESK BOOK. Third Edition. In crown 8vo, 320 pp.. 
cloth. 28. 6d. net. 

MODERN DEBATE PRACTICE. By Waldo O. Willhoft. In crown 8vo, 
cloth. 339 pp. 5s. net. 

REPORT WRITING. By Carl G. Gaum, M.E., and Harold F. Graves, M.A. 
In medium 8vo, cloth gilt, 322 pp. 128. 6d. net. 

SPEAKING IN PUBLIC. By Arlbigh B. Williamson, M.A., Associate 
Professor of Public Speaking, Washington Square College, New York 
University. In medium 8vo, cloth gilt, 430 pp. loS. net. 

HOW TO SPEAK IN PUBLIC. By C. F. Carr and F. E. Stevens. Second 
Edition. In crown 8vo, cloth, 128 pp. Ss. 6d. net. 

DICTIONARY OF THE WORLD’S COMMERCIAL PRODUCTS. By J. H. 
Vanstone, F.R.G.S. With French, German, and Spanish equivalents for 
the names of the products. In demy 8vo, cloth, 170 pp. 68.net. Third 
Edition. 

RAW MATERIALS OP COMMERCE. Edited by J. H. Vanstone, F.R.G.S. 
In two volumes, demy 4to, cloth gilt, 793 pp. Complete, 208. net. 
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COMMEfiCIAL COMMODITIES. By F. W. Matthews, B.Sc., A.I.C., F.C.S. 
In demy 8vo, cloth gilt, 326 pp. 128. 6d. net. 

THE COTTON WORLD. Compiled and Edited by J. A. Todd, M.A., B.L. 
In crown 8vo, cloth, 246 pp. 6s. net. 

SPICES AND CONDIMENTS. By H. Stanley Redgrove, B.Sc., F.I.C. In 
demy 8vo, cloth gilt, 378 pp. 16s. net. 

FRUIT AND THE FRUIT TRADE. By Ford Fairford. In demy 8vo, 
cloth, 162 pp. 68. net. 

TEA AND TEA DEALING. By F. W. S. Staveacre. In demy 8vo, cloth 
gilt, 150 pp. 78. 64. net. 

THE COCOA AND CHOCOLATE INDUSTRY. By A. W. Knapp, M.Sc., F.I.C. 
In demy 8vo, cloth gilt, 200 pp. 7s. 6d, net. Second Edition. 

THE FURNITURE STYLES. By H. E. Binstead. Size 9\ in. by 6^ in., 
cloth, 208 pp., illustrated. lOs. 6d. net. Second Edition. 

BUYING AND SELLING A BUSINESS. By A. H. Cosway. In crown 8vo, 
cloth, 1 10 pp. 88. 6d. net. 

HOW TO COLLECT ACCOUNTS BY LETTER. By C. Hanneford Smith, 

F. C.W.A. In crown 8vo, cloth gilt, 94 pp. 3s. od. net. 

LETTER WRITING: A GUIDE TO BUSINESS CORRESPONDENCE. By 

G. K. Bucknall, A.C.I.S. (Hons.). In foolscap 8vo, leatherette, 64 pp. 
l8. net. 

LETTERS THAT COLLECT. By John Whyte, Ph.D., and F. R. Otter, 
B.A. In medium 8vo, cloth gilt, 435 pp. 16s. net. 

HOW TO GRANT CREDIT. ByCuTHBERTGREio, London Associa’ 

Hon for Protection of Trade, Ltd. In crown 8vo, cloth, 102 pp. 8s. 6d. net. 

HOW TO APPEAL AGAINST YOUR RATES. By A. Stanley Eamer, 
F.S.I,, Rating Surveyor to the Metropolitan Borough of Lambeth. In two 
volumes, in crown 8vo, cloth. Vol. I (without the Metropolis), 68. net. 
Vol. II (within the Metropolis), 3s. 6d. net. 

GUIDE TO COUNTY COURT PROCEDURE. Being the Second Edition of 
The Traders* Guide to County Court Procedure. By F. H, B. Chapman. 
Revised by B. S. Hills. In crown 8vo, cloth, 104 pp. 28. 6d. net. 

COMMERCIAL ATLAS OF THE WORLD. In crown 4to, cloth, 226 pp. 
68. net. 

STATISTICAL ATLAS OP THE WORLD. By T. Stephenson, M.A., M.Com., 
D.Sc. In foolscap folio, cloth, 146 pp. 78. od. net. 

THE FUTURE OF EMPIRE TRADE. By J. E. Ray. With a Foreword by 
The Rt. Hon. L. S. Amery. In crown 8vo, paper, 128 pp. 28. net. 
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FOREIGN LANGUAGE DICTIONARIES 

DICTIONARY OF COMMERCIAL CORRESPONDENCE IN SEVEN LAN- 
GUAGES; ENGLISH, FRENCH, GERMAN, SPANISH, ITALIAN, PORTU- 
GUESE: AND RUSSIAN. Third Edition. In demy 8vo, cloth, 718 pp. 
12s. 6d. net. 

ENGLISH-FRENCH AND FRENCH-ENGLISH DICTIONARY OF BUSINESS 
WORDS AND TERMS. Size 2 in. by 6 in., cloth, rounded corners, 540 pp. 
58. net. 


FRENCH-ENGLISH AND ENGLISH-FRENCH COMMERCIAL DICTIONARY 
ot the Words and Terms used in Commercial Correspondence. By F. W. 
Smith. Second Edition. In crown 8vo, cloth, 576 pp. 78. 6d. net. 

6ERMAN-ENGLISH AND ENGLISH-GERMAN COMMERCIAL DICTIONARY. 
By J. Bithell, M.A. Second Edition. In crown 8vo, cloth gilt. 992 pp. 
16s. net. 

A NEW GERMAN-ENGLISH DICTIONARY FOR GENERAL USE. By 
F. C. Hebert and L. Hirsch. In crown 8vo, cloth gilt, 1769 pp. 158. net. 

ENGLISH-GERMAN AND GERMAN-ENGLISH DICTIONARY OF BUSINESS 
WORDS AND TERMS. Size 2 in. by 6 in., rounded corners, 440 pp., cloth, 
58. net. 

SPANISH-ENGLISH AND ENGLISH-SPANISH COMMERCIAL DICTIONARY 
of the Words and Terms used in Commercial Correspondence. By G. R. 
Macdonald. Third Edition. In crown 8vo, cloth gilt. 833 pp. 128.6d.net. 

ITALIAN-ENGLISH AND ENGLISH-ITALIAN COMMERCIAL DICTIONARY. 
By G. R. Macdonald. In crown 8vo, cloth gilt, 1180 pp. 30s. net. 

BARETTPS ITALIAN AND ENGLISH DICTIONARY. Compiled by Gug- 
LiELMO CoMELATi and J. Davenport. In two volumes, cloth gilt, Vol. I, 
796 pp. ; Vol. II, 752 pp. 25s. net. (Reprinted.) 

PORTUGUESE-ENGLISH AND ENGLISH-PORTUGUESE COMMERCIAL 
DICTIONARY. By F. W. Smith. In crown 8vo, cloth gilt, 486 pp. 
IBs. net. 

A NEW DICTIONARY OF THE PORTUGUESE AND ENGLISH LANGUAGES. 
Based on a manuscript of Julius Cornet. By H. Michaelis. In two 
volumes, demy 8vo, cloth gilt. Vol. I, Portuguese-English, 736 pp.; 
Vol. II, English-Portuguese, 742 pp. Each 21s. net. Abridged Edition, 
783 pp. 258. net. 

TECHNICAL DICTIONARY OF ENGINEERING AND INDUSTRIAL SCIENCE 
IN SEVEN LANGUAGES— ENGLISH, FRENCH, SPANISH, ITALIAN, 
PORTUGUESE, RUSSIAN, AND GERMAN. Compiled by Ernest 
Slater, M.I.E.E., M.I.Mech.E., in collaboration with leading Authorities, 
complete with index to each language. In five volumes. Each in crown 
4to, buckram gilt, £8 8s. net complete. 
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PITMAN’S 

“ART AND LIFE” 

SERIES 

General Editor: 

WRIGHT WATTS MILLER, B.A. 

London (First Class Hons.), M.Ed., Manchester 
Late Campbell Clarke Scholar, University College, London, 

Lecturer of the Borough Road College, and to L.C.C. Literary 
Institutes and the Workers' Educational Association 

A new series of popular introductions to literature, the arts, and 
other subjects of general interest. The volumes are specially 
intended for evening students voluntarily attending the cultural, 
non-vocational classes held by the L.C.C. Literary Institutes, the 
Workers' Educational Association, and the University Extension 
Boards, and for all general readers interested in self-culture. 

iVOlT READY 

ECONOMICS: THE STUDY OF WEALTH 

By A. L. Gordon Mackay, M.Litt., M.A., M.Econ. 5s. net. 

BOOKS: AN INTRODUCTION TO READING 

By Wright Watts Miller, B.A., M.Ed., Manchester. 5s. net. 

ART; AN INTRODUCTION TO APPRECIATION 

By Raymond Coxon, A.R.C.A., Lecturer at the Chelsea School of 
Art. 5s. net. 

THE FILMS: THE WAY OF THE CINEMA 

By Andrew Buchanan. 5s. net. 

READY SHORTLY 
MUSIC APPRECIATION 
By W. J. Turner. 

THE PLAYHOUSE: A BOOK OF THE THEATRE 

By D. Nugent Monck, Director of the Norwich Players, Madder- 
market Theatre, Norwich. 

Each in large crown 8vo, cloth, about 200 pp. 5s. net. 


Sir Isaac Pitman & Sons, Ltd., Parker St., Kingsway, W.C.2 
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COMMON COMMODITIES 
AND INDUSTRIES SERIES 

In each of the handbooks in this series a particular product or industry is 
treated by an expert writer and practical man of business. Beginning with 
the life history of the plant, or other natural product, he follows its develop- 
ment until it becomes a commercial commodity, and so on through the various 
phases of its sale in the market and its purchase by the consumer. Industries 
are treated in a similar manner. 


Each book in crown 8vo. illustrated. Ss. net. 
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